CHAPTER-6 LAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 


Changed the useful life of motor vehicles from six years to four years (as discussed in 


6. 
example-1 above) 

T A change of depreciation method from straight line to reducing balance (as discussed in 
example-1 above) 

8. Revising the remaining useful life of a depreciable asset (as discussed in example-] 
above) 

9. Warranty provisions. 


Disclosures of change in accounting estimate [Para 39 


The nature and amount of a change in an accounting estimate that has an effect: 


° in the current period or 

° in future periods (if practicable) 

If effect in future periods is impracticable to estim 
LO3: PRIOR PERIOD ERRORS 


Prior period errors - Definition [Para 5] 
nts for one or more prior periods because of failure to use 


Prior period errors are omissions/misstateme 


information that: 
a) was available when financial statements were prepared; and 


b) could reasonably be expected to have been obtained 
Treatment/Apply change 
t + future years) and disclosure is required 


Retrospective restatement (Past + curren 


Retrospective restatement [Para 5] 
f F/S as if prior period error had 


Correction of recognition, measurement and disclosures of amounts 0 


never occurred. 
We restate the figures and provide disclosures as well. 


Impracticability in retrospective restatement 
might be impracticable. In this case a company must apply it from earliest 


Retrospective restatement 
period possible. This may be the current period. 


Examples of Prior year error 
l. In last year's financial statements, inventories were understated by a material amount due 


to system error. 
Repair was capitalized in previous year. 


ate it shall be disclosed. 


2. 

3. effects of mathematical mistakes, 

4. mistakes in applying accounting policies, 

S: oversights or misinterpretations of facts, and 

6. Fraud. 

h Under/Over Statement due to system error. 

8. s to be accounted for under COS wes 


Wrong classification of an item e.g an expense that ha 
inadvertently categorized in Administrative expenses. 


Disclosures of Prior year error [Para 49] 


l. Nature of error 
each line item IN the 


2; For each prior period presented the amount of the adjustment to 
financial statements and basic and diluted EPS. 


Correction at start of previous year 


3. 
4, If retrospective restatement is impracticable, 


condition and a description of how and from when t 


i : L 
the circumstances that led to the existence of tha 


he error has been corrected. 
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6 IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 


a OTHER ASPECTS 
— 


Material 


Omissions or misstatements of items are material if they could, individually or collectively, 
influence the economic decisions of users. Matcriality depends on the size and nature of the 
omission or misstatement judged in the surrounding circumstances. The size or nature of the item, 
or a combination of both, could be the determining factor. 


Limitation on retrospective application/restatement 
It might be impracticable to retrospectively apply an accounting policy or correct an error. 
Impracticable - 


Applying a requirement is impracticable when the entity cannot apply it after making every 
reasonable effort to do so. For a particular prior period, it is impracticable if: 


(a) the effects of the retrospective application or retrospective restatement are not 
determinable; 


(b) the retrospective application or retrospective restatement requires assumptions about 
what management's intent would have been in that period; or 


(c) the retrospective application or retrospective restatement requires significant estimates of 
amounts. 


There are different degrees of impracticability. 


1, Period specific effect 
It might be impracticable to determine the effect of changing an accounting 
policy on comparative information for one or more prior periods presented. 


In this case a company must apply the new accounting policy to the carrying 
amounts of assets and liabilities (and therefore equity) as at the beginning of the 
earliest period for which retrospective application is practicable. This may be the 
current period. 


2. Cumulative effect 


It might be impracticable to determine the cumulative effect, at the beginning of 
the current period, of applying a new accounting policy. So a company will apply 
the new policy prospectively. 

Professional Judgement 

The Professional judgement should be based on: 


a) standards and interpretations on similar issues; 

b) the definitions, recognition criteria and measurement concepts in the Conceptual 
Framework; and on condition that they do not conflict with the standards and 
Interpretations on similar issues and the Conceptual Framework, we are also allowed to 
consider recent pronouncements from other standard setting bodies, other accounting 
literature and industry accepted practices, 

393 


Scanned with CamScanne 


CHAPTER-6 IAS 08: Accounting Policies, Changes in Accounting Estimates and Erro 
LAPTER A>M Accounting orce ES TSEJ rE CS and Errors 


IAS-08 


PRACTICE SET QUESTIONS 


Question-1 

During 2003, a revised IFRS on borrowing costs (IAS 23) was published. The company had previously 
been expensing borrowing costs as a period cost, but the revised IFRS required that all borrowing costs be 
capitalized to the related asset. The borrowing costs were all incurred on construction of a plant, The 
revised IFRS provided transitional provisions that allowed the company to capitalize the costs from year: 
beginning on or after 2004, or before this date, if preferred. This entity choose to capitalize the borrowing 
costs from the earliest date possible. The plant is not yet available for use. The effect of this change is a: 


follows: 


2001 2002 2003 
Interest expense Rs. Rs. Rs, 
Old policy 15,000 17,000 9,00( 
New policy 0 0 ( 


The following drafts were produced before adjusting for the change in accounting policy: 
Draft statement of comprehensive income 2003 2002 


For the year ended 31“! December 2003 (Extracts) Rs. Rs. 
Profit 455,000 380,001 
Draft statement of financial position 2003 2002 2001 

- For the year ended 31% December 2003 (Extracts) Rs. Rs. Rs. 
Assets 
Plant 500,000 450,000 300.00 
Equity 
Retained earnings 955,000 500,000 120,00! 


The construction of the plant is not yet complete. 

Required: 

Prepare relevant extracts (including comparative figures) for the year ended 31 December 2003 related t 
the following: 


(a) Statement of financial position 

(b) Statement of profit or loss 

(c) Statement of changes in equity 
(d) Change in Accounting Policy note 


(e) Pass the journal entries 


pent 
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pTER- ___ LAS 95: Accounting T OTC1Es, DR DRES in Accounting Latimates and 
WA 


jon-2 ] | 
p ited is engaged in manufacturing of spare parts for motor car assemblers, The audited financial 
yt os for the year ended December 31, 2014 disclosed that the profit and retained earnings were Rs. 
N Pia and Rs. 102 million respectively, The draft financial statements for the year show a profit of 
n million. However, following adjustments are required to be made: 

f The management of the company has decided to change the method for valuation of raw 


Î materials from weighted average to FIFO. The value of inventory under each method is as 


follows: 
FIFO Weighted Average 
Rs. m Rs. m 
December 31, 2013 47.0 41.5 
December 31, 2014 47.0 $0.0 * 
December 31, 2015 54.5 62.0 
jequired 


joduce an extract showing the movement in retained earnings, as would appear in the statement of 
hinges in equity for the year ended December 31, 2015. 


Jusstjon-3 

Wf limited is engaged in manufacturing of spare parts for motor car assemblers. The audited financial 
itements for the year ended December 31, 2014 disclosed that the profit and retained earnings were Rs. 
) million and Rs. 124 million respectively, The draft financial statements for the year show a profit of 
5.48 million. However, following adjustments are required to be made: 

he management of the company has decided to change the method for valuation of raw materials from 
FO to FIFO. The use of this method was permitted by the standard and it should be accounted for 
tospectively. The value of inventory under each method is as follows: 


FIFO LIFO 

Rs. m Rs. m 
ecember 31, 2013 45.0 48.0 
ecember 31, 2014 57.0 52.0 
ecember 31, 2015 60.5 56.0 
equired 


oduce an extract showing the movement in retained earnings, as would appear in the statement of 
anges in equity for the year ended December 31, 2015. 


uestion-4 . . 
ner limited (UL) is engaged in the manufacturing and sale of textile machinery. Following are the draft 


tracts of the statement of financial position and the statement of comprehensive income for the vear 
ded 30 June 2015: 


Mement of Financial Position 2015 2014 
Rs. m Rs. m 
190 120 


perty, plant and equipment 
“ined earnings 280 150 


| 
tement of com prehensive income my 
2015 - 


Rs. m Rs. m 


"fit before taxation [30 110 


w 
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CHAPTER-6 IAS 08: Accounting Policies, Changes in Accountin Estimates and f 
Ito, 


Following additional information has not been taken into account in the preparation of the aboy 
statements: e financia 
Cost of machinery amounting to Rs. 15 million was erroneously debited to the repairs on 3] D 
2013. The estimated useful life of the machine is 5 years. — * “ember 
Required: 

Prepare relevant extracts (including comparative figures) for the year ended 30 June 2015 related 
following: fo the 
(a) Statement of financial position 

(b) Statement of comprehensive income 

(c) Statement of changes in equity 

(d) Correction of error note 


Question-5 (change in estimated useful life: the ‘reallocation method’) 
Machinery was purchased on | January 20X1, on which date it was estimated to have a usefy 


; lli 
5 years and a nil residual value. The carrying amount on 31 December 20X2 was as follows: lie of 


Cost (1/1/20X1) o 
Accumulated depreciation — (200,05) 
Net carrying amount (31/12/20X2) 300,000 
On the 1/1/20X3, the remaining economic useful life was estimated to be 2 years. aa 


Required: 
Provide the necessary journal entries assuming that the depreciation had already been processed for 20x3 
(i.e. before the change in estimate). 


Question-6 (change in estimated residual value: re-allocation method) 
Machinery was purchased on | January 20X1, on which date it was estimated to have a useful life of 5 
years and a nil residual value. The carrying amount on 31 December 20X2 was: 


Rs. 
Cost (1/1/20X1) 500,000 
Accumulated depreciation (200.000) 
. Net carrying amount (31/12/20X2) 300.000 
On the 1/1/20X3, the residual value was re-estimated to be Rs.90 000. 
Required: 
. Show the journal entries assuming that depreciation had already been processed for 20X3. 
Question-7 


ABC Ltd. purchased an asset costing Rs. 20,000 on 1.1.2007. Its useful life is 10 years and its resid 
value is Rs. 5,000. On 1.1.2009 it is decided that remaining life is 4 years with a new residual value 
Rs. 6,000. : 


Year end is December 31. 
Required: 
Calculate depreciation for 2007, 2008, 2009 and 2010. 


Question-7(a) i ; 
A company uses straight line method with a rate of 12.5% on an asset costing Rs. 3000. i 
purchased on 1.1.2005. Its residual value is Rs. 10,000. On 1.1.2007, the company decided fpes 
method to WDV using rate of 15%. 


Required: 
Calculate depreciation expense for 2005, 2006, 2007and 2008. Year end is December 31- 
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HAPTER-6 IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 
puestion-7(b) 


n entity owns an asset costing Rs. 50,000 which is purchased on 1.1.2010. Rate of depreciation is 28% 
nder written down value method. On 1.1.2012 entity decided new rate of 40% without changing method 


f depreciation. 


equired: 
alculate depreciation for 2010, 2011, 2012 and 2013. Year end is December 31. 


iuestion-7(c) 
fr. Aamir purchased an asset on 1.1.2012 with a life of 10 years. Its cost is Rs. 50,000 and residual value 
Rs. 5,000. On 1.1.2014 he decided to change the life to a total of 4 years and a new residual value of 


s. 2,000. Year end is December 31 and method is straight line. 


equired: 

alculate depreciation expense for 2012, 2013, 2014 and 2015. 

uestion-7(d) 

fr. Inzamam-ul-haq has purchased an asset on 1.1.2008 for Rs. 70,000 whose residual value is 
s. 10,000 at the end of useful life of six years. On 1.1.2010 he decided to change the method to WDV 
sing rate of 33.12%. 

:equired: 

'alculate depreciation expense for the first 6 years of asset's life? 

Juestion -7(e) 

Ar. Inam has purchased an asset on 1.1.2007 for Rs. 80,000 whose residual value is Rs. 10,000 and rate 
f depreciation is 10% WDV. On 1.1.2009 it is decided to change the method to straight line with a 
emaining life of 5 years and new residual value of Rs. 5,000. 

tequired: 

-alculate depreciation expense for first 4 years. 

)uestion-7(f) 

Mr. Omer purchased a plant costing Rs. 50,000 on 1 January 2009. Its expected useful life is 10 years 

vith a residual value of Rs. 6,000. At start of year 2011 company decided to change the life to 7 years in 

otal and having a residual value of Rs. 2,000 at the end of life. 

Aethod used is S.L. 

tequired: 

'alculate depreciation expense for year 2009, 2010, 2011 and 2012. Year end is December 31. 


Juestion-7(g) 


di. Musa purchased a furniture costing Rs. 200,000 on 1.1.2011. Rate of Depreciation decided by 
ompany is 20% using WDV method. The residual value estimated on 1.1.2011 is Rs. 10,000. l 


he company decided on 1.1.2013 that depreciation method should be S.L with a residual value of 
sS. 6,000 at the end of its remaining useful life of 4 years. 


tequired: 

"alculate denreciation expense for 2011, 2012, 2013 and 2014, Year end is 31 December. 
duestion-8 

Ne purchased an asset on 1-1-18 for Rs.125. Life is 4 years. Residual value is Rs.5. 


Mn 1-1-10 4: c "T wang . 
1-1-19 it is estimated that remaining life is 2 years only with new residual value of Rs. 3. 
Required: 


) 
“Te “ . . Be 
pare “note for change in estimate” for the year ended 3 1-Decmeber-2019? 
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CHAPTER 
: IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 


PRACTICE SOLUTIONS 

Answer-1 . TETTE 
a) 
Statement of Financial position (Extracts onl 
As on 31 December, 2003 

* Restated Restated 

2003 2002 2001 
Assets 
541,000 482,000 315,000 


Plant (500,000 + 15,000 + 17,000 + 9,000):(450,000 + 
15,000 +17,000):(300,000 + 15,000) 


Equity 
Retained earnings (c) 996,000 532,000 135,000 


b) 


Statement of Comprehensive Income (Extracts only) 


For the year ended 31 December, 2003 
Restated 
2003 2002 
464,000 397,000 
— — — 


Profit for the year (455,000 + 9,000) : (380,000 + 17,000) 


[9] 
Statement of Changes in Equity (Extracts onl 


For the year ended 31 December, 2003 

Retained 

earnings 

Balance as on 1/1/02 120,000 
Effect of change in Accounting Policy 15,000 
Balance as on 1/1/02 -Restated 135,000 
Profit after tax-2002 - Restated 397,000 
Balance as on 1/ 1/03 - Restated 532,000 
Profit after tax-2003 464,000 
Balance as on 3 1/12/03 996,000 
d) 


Notes to the financial statements 
For the year ending 31 December 2013 


Accounting policies 


Borrowing costs 


Borrowing costs are capitalized to qualifying assets. This represents a change in accounting policy. 


Change in accounting policy 
The company changed its accounting policy from expensing borrowing costs as they are in 


capitalizing borrowing costs to plant, a qualifying asset. 
The change was made to comply with the revised JAS 23 Borrowing costs issued during the year. The 
effect of the change in accounting policy is as follows: 


curred to 
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IAS 08: Accounting Policies 


6 Changes in Accountin Estimates and Errors 
"us 
n line items of Income statement 
peo 2003 2002 
ein financial charges 9.000 17.000 
uae in profit for the year 9,000 17,000 
nere 


"A lance sheet 
n line items of ba 
pret? 2003 2002 2001 


-alant ' . 41,000 — 32,000 15.000 
s D (15,000 + 17,000 + 9,000) 


2002: (15,000 + 17,000) 
2001: (15,000) 


s 41,000 32,000 — 15,000. 
e) l 
Accounting entries 


Plant (15,000 + 17,000) 


Retained earnings (bal.) 


Current tax payable (4,500 + 5,100) 
Interest ex | 


32,000 


Interest expense 
(Interest expense wrongl writte 


Interest expense 


(Interest expense wrongly written off now bein 
Plant 


g rectifying) 


Interest expense 


(Interest expense wrongly written off now bein 
Plant 


g rectifying) 


Interest expense 


(Interest expense wrongly written off now being rectified) 


Zafar Limited 
Statement of Chanpes in Equity (Extracts) 
For the year ended December 31, 2015 


Open: . Rs. in ‘w’ 
Taa earnings 1.1.14 (W-2) 72 
OF change in Accounting Policy (W-1) 5.5 
Ponte retained earnings 1.1.14 - restated 77.5 
osi 14 — restated (30 - (W-1) 8.50) 21.5 
Port o retained earnings 31.12.14 - restated 99.0 
ni 2015 (28 - (W-1) 4.5) 23.5 
NG retained earnings 31.12.15 122.5 
ba 
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CHAPTER-6 IAS 08: Accounting Policies, Changes In Accounting F 


(W-1) Impact of adjustments on profit 
2015 2014 . 2013. 
Closing stock of 2013 (5.5) 5.5 
Closing stock of 2014 3.0 (3.0) 
Closing stock of 2015 7.5 Mun Lei 
4.5 85 . 55. 


Adjustment required in profit 


(W-2) Calculation of opening unadjusted retained earnings on 1.1.14 
Dr. Retained earnings Cr. 
] 


; 114 b/d (bal.) 
Profit 30 
31.12.14 c/d 102 
Answer-3 
Atif Limited 
Statement of Changes in Equity (Extracts) 
For the year ended December 31, 2015 
Rs. in *m* 
Opening retaitied earnings 1.1.14 (W-2) 74 
Effect of change in accounting policy (W-1) (3) 
Opening retained earnings 1.1.14 = restated 71.0 
Profit for 2014 - restated (50 + (W-1) 8.0) 58.0 
Closing retained earnings 31.12.14 — restated 129.0 
. Profit for 2015 (48 - (W-1) 0.5) ATS 
Closing retained earnings 31.12.15 176.5 
(W-1) Impact of adjustments on profit 
2015 2014 2013 

Closing stock of 2013 3.0 (3.0) 
Closing stock of 2014 (5.0) 5.0 
Closing stock of 2015 4.5 

0.5 8.0 (3.0) 


Adjustment required in profit 


(W-2) Calculation of opening unadjusted retained earnings on 1.1.14 
Dr. Cr. 


Retained earnings 
1.1.14 b/d (bal.) 
50 


Profit 


31.12.14 c/d 124 
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: D hanges In Accounting Estimates and Errors 
CHAPTER:6 TAS 08: Accounting Policies, Che g g 
Answer- 
N Umer Limited 
Statement of Financial Position (Extracts) 
t June 30, 2015 
E Rs. in ‘million’ 
Restated 
2015 ..2014 . 
Property, plant and equipment 200.5 133.5 
2014 (120 + 15 - 1,5) 
2015 (190 + 15- 1,5 - 3) 
Retained earnings 290.50 163.50 
b) 
Umer Limited 
Statement of Comprehensive income (Extracts) 
For the year ended June 30, 2015 
Rs. in *million' 
Restated 
2015 2014 
Profit (130-3): (110 + 15 - 1.5) 127.0 123.5 
c) 
Umer Limited 
Statement of Changes in equity (Extracts) 
For the year ended June 30, 2015 
Rs. in *million? 
Opening retained earnings 1.7.13 (W-3) 40.0 
Profit for 2014 — Restated 


123.50 
Closing retained earnings 30.6.14- Restated 
Profit for 2015 


163.50 
127.00 
Closing retained earnings 30.6.15 


290.50 - 
d) 
Umer limited 
, Notes to the financial statements (Extracts) 


For the year ended 30 June 2015 
Correction of error 


During the year ended 30 June 20 


14, the cost of machinery to Rs. 15 million was erroneously debited to 
the repairs. The effect of this error is as follows: J 
Effect on line items of Income statement 
2014 
Decrease in repair expense E 
ncrease in depreciation expense L5 
Increase in profit 13.5 
——se—— c ÉJJD!J!—— A" 
401 
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CHAPTER-6 IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 


‘Effect on line items of balance sheet 


| 2014 
Increase in Property, plant and Equipment (*15 - 1.5) G 
Increase in Retained earnings (+ 13.5) i 


(W-1) Journal entries by opening up books of each year 
2014 


Particulars 
Machine 


Repair expense 


Depreciation expense (W-2) 
Machine 


2015 
Particulars 


Depreciation expense (W-2) 
Machine 


(W-2) Calculation of depreciation 


Machinery debited to repair on 31 Dec. 13 15.0 
Less: Depreciation (30.6.14) (15/5) x 6/12 (1.5) 
WDV on 30.6.14 13.5 
Less: Depreciation (30.6.15) (15/5) (3.0) 
WDV on 30.6.15 10.5 


(W-3) Calculation of opening retained earnings on 1.7.13 


Dr. Retained earnings Cr. 
1.7.13 b/d (bal.) 


Profit 110 


30.6.14 c/d 150 


Answer-5 
Depreciation for the year ended 31/12/03 based on new estimate 


= WDV - new residual value = (300,000 - 0) = 150,000 
Remaining useful life 2 


Date Por€culars 


31-1243 | Depreciation expense (W-1) 
Accumulated depreciation 
(Recording of incremental depreciation expense 


(W-1) Calculation 


Correct depreciation 150,000 

Wrong depreciation already charged (500,000/5) 100,000 

Further depreciation to be recorded OY 
402 
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cH APTER-6 JAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 
Answer-6 
Depreciation for the year ended 31/12/03 based on new estimate 


WDV - new residual value (300,000 - 90,000) 


- ——————]À 1 1330 7 — — 
= — Remaining useful life 3 = 70,000 


30.000 


Particulars 

Accumulated depreciation 
Depreciation expense 

Reversal of excess depreciation char 


ed 


(W-1) Calculation 
Correct depreciation 


70,000 
Wrong depreciation already charged (500,000/5) (100,000) 


Depreciation to be reversed 30,000 


Answer-7 
Depreciation - 2007  “-Cost- RV = 20,000 — 5,000 = 1,500 
Life 10 
Depreciation - 2008 = 20,000 - 5,000 = 1,500 
10 
WDV at the time of change in estimate = 20,000 - 1,500 - 1,500 = 17,000 
Depreciation - 2009 = WDV -newresidual value = 17.000 — 6,000 = 2,750 
Remaining life 4 
= 2,750 


= 17,000 - 6.000 


Depreciation - 2010 


Answer-7(a) 
Depreciation — 2005 -(50,000 - 10,000) x 12.5% = 5,000 
Depreciation - 2006 =(50,000 - 10,000) x 12.5% = 5,000 
WDV of asset at the time the method is changed. 
= 50,000 - 5,000 - 5,000 . = 40,000 
40,000 


WDV 
WDV(1.1.2007) 
Less: Depreciation (2007) (40,000 x 15%) 

34,000 


WDV (1.1.2008) l 
Less: Depreciation (2008) (34,000 x 15%) 5,108 

28,900 
Answer-7(b) 

0,000 

Cost (1.1.2010) cae 
Depreciation (2010) (50,000 x 28%) 5 A 
WDV (1.1.2011) (10,080) 
Deprecia;on (201 1) (36,000 x 2876) 25 920 
WDV (1.1.2012) (10,368) 
Depreciation (2012) (25,920 x 40%) 1358) 
WDV (1.1.2013) 6221 
Depreciation (2013) (15,552 x 40%) 9,331 
WDV (31.12.2013) a 
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urrors 


Answer-7(c) 
Depreciation 2012 =Cost—Residual value = 
Life 
2013 = - si | m 
Life 
Depreciation 2014 = WDY - new residual value = 
Remaining life 
2005 = WDY -new rosidual value = 
Remaining life 
(W-1) WDY atthe time of change in estimate 
NWO De 
Depreciation 2008 = "ost = Resi = 
Life 
2009 = Cost - Residual value = 
Life 
Calculation of WDY 
WDV (1.1.2010) 
Less: Depreciation (31.12.10) (50,000 x 33.12 %) 
WDV (1.1.2011) 
Less: Depreciation (31.12.11) (33,440 x 33.12%) 
WDV (1.1.2012) 
Less: Depreciation (31.12.12) (22,365 x 33.12%) 
WDV (1.1.2013) 
Less: Depreciation (31.12.13) (14,958 x 33.12%) 
WDV (31.12.13) 


(W-1) WDV of asset at the time of change in estimate 


Answer-7(e) 


Cost 


Less: Depreciation 
WDV 
Less: Depreciation 
WDV 


Depreciation 


Depreciation 


404 


2009 


2010 


(1.1.07) 

(31.12.07) 
(31.12.07) 
(31.12.08) 
(31.12.08) 


to H 


(80,000 x 10%) 


(72,000 x 10%) 


|| 


. 64,800 — 5,000 


00 — 5,00 
5 


= 6 


0,000 — 5,000 z 4.500 
10 
00 - 00 = 4,500 
10 
41,000 — 2,000 = 19,500 
TE : 
41,000 — 2,00 = 19,500 
2 
50,000 — 4,500 — 4,500 
41,000 
70,000 — 10,000 = 10,000 
6 
70,000 - 10,000 = 10,000 
6 
50,000 
(16,560) 
33,440 
(11,075) 
22,365 
7,407) 
14,958 
4,954) 
10,004 
— 
70,000 — 10,000 — 10,000 
50,000 
80,000 
8,000) 
72,000 
7,200) 
64,800 
= 11,960 
= 11,960 
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Answer-7(f) 


Depreciation -2009 = Cost- RV = aT 6,000 = 4400 
Life 
Depreciation -2010 =Cost-RY = ON 6,000 = 4 400 
Life 
Depreciation - 2011 — * Bc alue — new resi = 41,200 (W-]) 2.000 = 7,840 
Remaining life 5 


Depreciation - 2012 = Book value - new residual value = 41,200 — 2,000 7 7,840 
Remaining life 5 


-1) Book value at the time estimate is changed 
(eb RS um = 50,000 — 4,400 — 4,400 


= 41,200 

Answer-7(g) 
ca 200,000 
Depreciation | (31.12.2011) (200,000 x 20%) (40,000) 
WDV (31.12.2011) 160,000 
Depreciation (31.12.2012) (160,000 x 20%) (32.000) 
WDV (31.12.2012) 128,000 
Depreciation - 2013 = Book value - new RV = 128,000 - 6,000 = 30,500 

Remaining life 4 
Depreciation - 2014 # Book value - new RV. = 128,000 — 6,000 = 30,500 

Remaining life 4 
Answer-8 | 

Co. X 


Notes to the financial statements 
For the year ending 31 December 2019 
Change in estimate note 
During 2019 estimate of life is revised irom 5 to 4 years and residual value is revised from Rs.5 to Rs. 3. 
The (increase)/ decrease caused by the change in estimate is as follows: 


° Decrease in PBT current year 
N Increase in PBT future years 


Current year 
Depreciation (46-30) Increase Profit 16 Decrease 
Future years 


16 
14 


Depreciation Decrease Profit 16 Increase 


Residual value Decrease Profit 2 Decrease 
. Profit 14 Increase 


(W-1) 
Calculation of depreciation 
- Cost - RV " 125-5 
- = ee a AA = 

Depreciation — 2018 Life 1 30 
Depreciation - 2019 = Cost - RV a 125 - 5 map 
(old estimate) : Life . 4 
Depreciation - 2019 = WDV on 1-1-19 — new residual value 95-3 E 

c eS a = 46 
(new estimate) Remaining life 2 
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CHA E A 
PTER-6 IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 


CHAPTER 6 
IAS-08 
Question- 1 PAST PAPER QUESTIONS 
f Pak Ocean Limited (POL) for the year 


The following information pertai 
ains to d l 
ended 31 December 2019. p o draft financial statements 0 


(i) 
2014 2013 
---- Rs, in million —-- 
Net profit for the year 78 32 
Incremental depreciation on revaluation of property, plant and 1.5 2.3 
equipment 
Revaluation surplus arcse during the year 10 12 
(i) ^ Installation of an assembly plant was completed in December 2012 at a cost of Rs. 60 million and 
it was ready for use on | February 2013. However, depreciation for the year ended 31 December 
2013 amounting to Rs. 4.5 million was worked out from the date of production i.e. 1 April 2013. 
The mistake was corrected by adjusting the profit and loss account for the year ended 31 
December 2014. 
(üi) Shareholders' equity as at ] January 2013 was as follows: 
Rs. in million 
Share capital (Rs. 100 each) 200 
Retained earnings 45 
On 30 November 2014, POL issued 25% right shares to its ordinary shareholders at Rs. 120 per 
share. 
(iv) Cash dividend and bonuses declared/paid during the last three years: 
For the year ended Final *Interim 
Cash Bonus Cash Bonus 
31 December 2012 - 15% 16% _ 
3] December 2013 18% 5 20% _ 
= 25% — 10% 


31 December 2014 
# Declared with half yearly accounts 


Required: 
ent of Changes in Equity for the year ended 31 December 2014 in accordance with the 
= WI 


Prepare Statem : 
requirements of the Companies Ordinance, 1984 and International Financial Reporting Stand 
(Ignore taxation) g Standards. " 
(Spring 2015, Q.4} 

406 


Scanned with CamScanne 


cH APTER-6 IAS 08: Accounting Policies, Changes in Accountin Estimates and Errors 


uestion-2 
chand Paints Limited (CPL) is engaged in the manufacturing of chemicals and paints. In April 2016 it 
vas discovered that certain errors had been made in the financial statements for the year ended 
j0 June 2015. The errors were corrected in 2016. The details are as follows: 


2015 After 
2016 2015 
Draf correction of š 
(Draft) UIS Audited 


---------- Rs. in million ----------- 
Statement of comprehensive income 


HEREDI 
Sales tax, commission and discounts. 7939)| | (8246)| (7916 
Cost of sales 45,508 44.606 | (44,633) | 


Selling and distribution expenses 


Administration expenses 
Other operating charges 


Other operating income 
Profit for the year 4,089 3,123 4,359 
| [D s Ld eno t8 |: AN 


Statement of financial position SEA AA | 
Trade and other receivables 1,839 1,613 2,025 
Trade and other payables 11,600 |. 8,894 8,670 


(he share capital and un-appropriated profit of CPL as on 1 July 2014 was Rs. 10,400 million and 
ts. 19,089 million respectively. 


Che details of dividend declared are as follows: 


ane] 305 


Cash dividend - Interim 


Required 
a) Prepare a correction of error note to be included in the financial statements for the year 
ended 30 June 2016. (Ignore earnings per share and taxation) (10) 
b) Prepare the statement of changes in equity for the year ended 30 June 2016. (08) 
(Autumn 2016, Q.4} 
Juestion-3 


'or the purpose of preparation of statement of changes in equity for the year ended 31 December 2017, 
Jaffodil Limited (DL) has extracted the following information: 


a prof 

Transfer to general reserves L. Na]. a hat 

evaluation Surplus arose during the year eee es ae 
49 


Iransfer of incremental depreciation EE 


“nal cash dividend 
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stimntes and Errors 


Additional information: 


(i) Details of share issucs: 
° 25% right shares were issued on | May 2016 at Rs. 18 per share. 
e A bonus issue of 10% was made on 1 April 2017 as final dividend for 2016, 
9 50 million right shares were issued on | July 2017 at Rs. 15 per” share. 
° A bonus issue of 15% was made on | September 2017 as interim dividend, 


(ii) After preparing draft financial statements, it was discovered that depreciation on a plant costing 
Rs. 700 million has been charged @ 25% under reducing balance method, from the date of 
commencement of manufacturing i.c. 1 July 2014, However’, the plant was available for use on | 
February 2014, 


(ii) Share capital and reserves as at 31 December: 


Retained earnings — — 


uation surplus O a 


Required: 
ar ended 31 December 2017 along with 


Prepare DLs statement of changes in equity for the ye 

comparative figures. (Ignore taxation) (14) 
ç {Spring 2018, OS) 
Question-4 


ed from the financial statements of Fakhr Limited (FL) for thi 


Following information have been extract 
year ended 31 December 2019: 


(i) mM "-— 
“ 2019  )| 2018 2017 
Draft Audited Audited 


Revaluation surp 


eat", ae 
*Transfer to retained earn 
capital and reserves as at l January: —-— s 


eee a a m 
jus arising during the 25 (14) 


ings is made upon de-recognition of related asset. 


(ii) Share 


On 1 March 2018, FL declared a final cash dividend of 10% for the year ended 
18, FL issued 40% right shares to its ordinary shareholders a 
share, On 1 August 2019, an interim bonus of 15% was declared, 


naaa man rre 


31 Decemb 


iii 
P c Rs. 24 P 
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Following matters need to be incorporated in the draft financial statements of FL: 


j To provide more relevant and reliable information about investment property, it has been decided to 
T change the measurement basis for investment property from cost model to fair value model, 


The only investment property of FL is a building purchased on | January 2016 at a cost of Rs. 150 
million. 60% of the cost represents building component having estimated useful life of 20 years and 
residual value of Rs, 10 million, The depreciation is included in the above draft financial statements, 
The fair value of the investment property has increased by 6% in cach year since acquisition, 


Required: 

Prepare FL's statement of changes in equity (including comparative figures) for the year ended 31 

December 2019, (‘Total’ column is not required) September 2020 Q,7} 
lon- 


Chand Limited (CL) was incorporated on | January 2020 with an authorized share capital of 
Rs. 500 million comprising of 50 million shares. 


(i) Details of shares issued arc as follows: 
e On | March 2020, CL issued 20 million shares at Rs. 18 each, 
° On 1 October 2020, CL issued 15% bonus shares. The market price per share 
immediately before the announcement of bonus was Rs, 24 per share, 
° On | September 2021, CL issued 40% right shares at a premium of Rs. 12.5 per share. 


The market price per share immediately before the entitlement date was Rs. 33 per share. 
(ii) Following information has been extracted from CL’s draft financial statements: 
| Loo ce a and 2M. | - 2020.. | 
pT raft Audited 


Final cash dividend 


(iii) After the preparation of draft financial statements tor the year ended 3] December 2021, it was 
discovered that installation cost of Rs. 12 million relating to a plant capitalized on | August 2020 


was wrongly expensed out. The plant is subsequently measured using cost model and is being 
depreciated @ 20% per annum on reducing balance method. 


Required: 

(a) Prepare CL’s statement of changes in equity for the year ended 31 December 2021 along 
with comparative figures. (Column for total is not required) (09) 

(b) Compute CL’s basic and diluted earnings per share to be disclosed in the statement of 
profit or loss for the years ended 31 December 2021 and 2020; (08) 


{Spring 2022 Q.8} 
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PAST PAPER SOLUTIONS 
Answer- 1 
Pak Ocean Limited 
Statement of Changes in Equity 
For the year ended December 31, 2014 
i Rs. in ‘million’ 
Share Share Revaluation Retained 
Capital premium surplus earnings Total 

Opening 1.1.13 200 45 | 2 
Final Bonus dividend-12 (200 x 1596) 30 (30) . 
Interim Dividend-13 (200 + 30) x 20% (46) (46) 
Total comprehensive income - Restated 

(52 - (W-1) 1) 12 5] 63 
Transfer to retained earning (2.30) 2.30 s 
Closing 21.12.13 - Restated 230 9.7 22.3 262 
Final dividend-13 (230 x 1896) (41.40) (41.40) 
Interim Bonus dividend-14 (230 x 10%) 23 (23) . 
Right issue (W-3) 63.25 12.65 75.90 
Total comprehensive income 10 79 89 

(78 + (W-1) 1) 
Transfer to retained earning (1.50) 1,50 
Closing 31.12.14 316.25 12.65 18.2 38.40 385.5 


(W-1) Journal entries 


Rectifying entry 


Particulars SD] Cr ]|Patewas — | De | €. 


Depreciation l NR P.P.E 
P.P.E l Depreciation 


(W-2) 


The depreciation of Rs 4.5 million represents only 9 months depreciation. However the asset was ready 
for use on 1-Feb-2013. Therefore 2 months depreciation which is not recorded by accountant is calculated 


as below: 


Depreciation for 2 months (Feb and March) (4.5/9months) x 2 months Rs. | million 


(W-3) Entry for right issue 


Cash 
Share capital ((W-4) 0.6325 x 100) 


Share premium ((W-4) 0.6325 x 20 
Right issue is made at Rs 120. Normal share price is Rs 100: therefore Rs 20 is share premium. 


(W-4) No. of Right shares issued = [(230+23)/100] x 25% = 0.6325 million shares. 


—aT 
p 
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answered 


m Paints Limited 

Notes to the financial statements (Extracts) 

For the year ended June 30, 2016 

Correction of error note : | | 

During the year 2016, it was discovered that certain errors had been made in the financial statements for 
the year ended 30 June 2015. The errors were corrected in 2016. 

The effect of retrospective restatement on statement of co 


mprehensive income is tabulated below: 
Effect on line items of statement of comprehensive income 


Rs.(m) 
2015 
Increase in sales tax, commission and discounts (8,246 — 7,916) 330 
Decrease in cost of sales (44,606 — 44,633) 27 
Increase in selling and distribution expenses (2,635 — 2,441) 194 
Increase in adinin. expenses (2,254 — 2,149) 105 
Decrease in other operating charges (467 — 515) 48 
Decrease in other operating income (427 — 509) 82 
Decrease in profit (-330 +27 — 194 — 105 + 4g -82) 636 


The effect of retrospective restatement o 
Effect on line items o 


411 


n statement of financi 


f statement of financial position 
noe tement of financial position 


al position for 2015 is tabulated below: 


Rs.(m) 
2015 

Decrease in trade and other receivables (1,613 - 2,025) 412 
Increase in trade and other payables (8,894 — 8,670) 224 
Decrease in retained earnings (- 412 - 224) 656 
(b) 

Chand Paints Limited 

Statement of Changes in Equity (Extracts) 
for the vear ended June 30, 2016 

Rs.(m) 
Date Share Retained Total 
Capital Earnings 

Balance as on 1.7.14 10,400 19,089 29,489 
ilerim dividend — 15 @ 5% (10,400 x 5%) - (520) (520) 
Profit-- 15 - Re-stated : 3.723 3.723 
alance as on 30-6-15 - Re-stated 10,400 22,292 32,69? 
nal dividend — 15 @ 10% (10,400 x 10%) (1,040) (1,040) 
Merim dividend — 16 @10% (10,400 x 10%) > (1,040) (1,040) 
Profit ~ 16 . 4,089 4,089 
alance as on 30-6-16 10,400 24,301 34,701 
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Answer-3 
Daffodil Limited (DL) 
Statement of Changes In Equity 
For the year ended December 31", 2017 
Rs, In! 
Share Share General Rev. Retained und 
capital premium Reserve Sur. earnings 
Opening (01.01.16) 1,600 : LEO A E 
Effect of correction of error (72418) - - - E (54) i 
Opening (01.01.16)- Restated 1,600 - 1,850 - 1,376 EC 
Final dividend -2015 (1,600 x 7.5%) l (120) (120) 
Right issue (W-2) 400 320 : 720 
Total comp. income —Rest - (318+14(W-1)) 150 332 482 
Transfer to retained earnings (49) 49 0 
Closing balance- (31.12.16) - Restated 2,000 320 1,850 101 1,637 5.908 
Final Dividend -2016 (2,000 x 1096) 200 . (200) . 
Right issue ' (W-3) 500 250 : 750 
Bonus issue 2017 (2,000+200+500) = 2,700 x15% 405 (405) s 
Total comprehensive income (650+10)(W-1) f 660 660 
Transfer to gencral reserve "» a 1 o — (112) - 
Closing balance -31.12.17 3,105 570 1,962 101 1,580 7318 
(W-1) 
Effect on 
Date Description Wrong Original financial 
statement — 
01.02.14 Cost 700 700 
Inc. Dep by 72 


31.12.14 Depreciation 
(700 x 25% x6/12): (700 x 25%x1 1/12) (88) (160) 


31.12.14 WDV 
31.12.15 Depreciation (612 x 25%): (540 x 25%) (153) (135) Dec. Dep by 18 


31.12.15 WDV 
31.12.16 Depreciation (459 x 25%): (405 x 25%) (115) (101) Dec. Dep by 14 


31.12.16 WDV 
31.12.17 Depreciation (344 x 25%): (304 x 25%) (86) (76) Dec. Dep by 10 


258 228 
(W-2) Right Share o 
Share Capital in Rs. before right issue Rs. 1,600 million 
Number of Share (1600/10) 160 million shares 
40 million shares 


Number of right shares (160 x 25%) 


Particulars 

Cash (40x 18) 
Share Capital (40 x 10) 
Share Premium (40 x 8 


(W-3) Right issue Share 


Cash (50 x 15) 
Share Capital (50 x 10) 
Share Premium (50 x 5 
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cHAPI ER: 


answers d 


Fakhar Limited 
SOCIE (for the year ended 31-12-19) 


(9) 


Retained | Revaluation 
earnings surplus 
Opening balance (1-1-18 300 


Parior year adjustment [+4 +9 + 4 + 10 
Opening balance (1-1-18) - R 


Final dividend of 2017 cash (300 x 10 


ore (30) 
Right issue [35399 milllon 100 = 12 x Rs. 24 120 | 168]... -| 
ight issue ver n = 


w 

A 

co 
N 


Ww 
o 
o 


Total comprehensive income - 2018 [98 - 4 + 101] - R | | 14 
Closing balance (31-12-18) - R i 
Interim dividend 2019 bonus (420 x 1596 : L0 .(03] haaa 2] 
Total comprehensive income -2019[84 4 * I]]-R | | —— [lol 


Journal entries 


Year Old policy (Cost model) Dr. Cr New policy (fair value Dr. Cr. 


l model) 
2016 Dep. expense (P/L) 4 Invt. Property 9 
Invt. Property 4 Fair value gain P/L 9 
— [150x 60% = (90 — 10) x 5% 150 vs 159 | 
2017 Dep. expenses (P/L) 4 Invt. Property 10 
Invt. Property 4 Fair value gain P/L 10 
159 vs 169 
2018 Dep. expenses (P/L) 4 Invt. Property 10 
Invt. Property 4 Fair value gain P/L 10 
[169 vs 179] 
2019 Dep. expenses (P/L) 4 Invt. Property ll 
Invt. Property 4 Fair value gain P/L ll 
179 vs 190 
Answer- 5 


IN Chand Limited 
SOCIE (for the year ended 31-12-21) 


Share 
capital 


Opening balance (1-1-20 


balance (31-12-20) - R 


Final cash dividend of 2020 (Rs. 230 x 1096) 
Rs.230 x 40% = 9.2 x Rs.22.5| x 


n hs 10 
otal compreh 
Transfers 
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(b) 


Basic diluted EPS (2020) = —*2— 


19.2 (w-1 


Basic diluted detailed EPS (2021) 


63.8 
27.6 


Bonus 

[Befoe — ]| (0 — ^ $$$ y 

| 3300” 
40 x 22.5 [90 
Bo". uo ME AP | 4200 | 


WORKINGS 


(W-1) Weighted Average number of shares 


Description 


beoe e ES TA Sa. | 
bo fo xr Ta da 


No. of Fracti Wt. Avg no of 
shares HARA shares 


X 8/12 x 33/30 


NN Fa YS BO” ad 
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CHAPTER-6 
IAS-08 
ICAP QUESTION BANK QUESTIONS 


Question-1 
Wonder Limited (WL) is engaged in the manufacturing and sale of textile machinery. Following are the 
draft extracts of the statement of financial position and the statement of comprehensive income for the 
year ended 30 June 2015: 


Statement of Financial Position 2015 2014 
Property, plant and equipment 


Statement of comprehensive income 


Statement of profit or loss 


Profit for the year 


Following additional information has not been taken into account in the preparation of the above financial 
statements: 


(i) Cost of repairs amounting to Rs. 20 million was erroneously debited to the machinery account on 
1 October 2013. The estimated useful life of the machine is 10 years. 


(ii) On 1 July 2014, WL reviewed the estimated useful life of its plant and revised it from 5 years to 8 
years. The plant was purchased on 1 July 2013 at a cost of Rs. 70 million. 


Depreciation is provided under the straight line method. 


Required 
Prepare relevant extracts (including comparative figures) for the year ended 30 June 2015 related to the 
following: 
a) Statement of financial position 
b) Statement of comprehensive income 
c) Statement of changes in equity 
d) Correction of error note 
(ICAP Example-3) 
415 
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CHAPTER:6 IAS 08: Accounting Policies, Changes In Accounting Estimates and Errors 
Questlon-2 


Mohani Manufacturing Limited is engaged in manufacturing of spare parts for motor car assemblers, The 
audited financial statements for the year ended December 31, 2014 disclosed that the profit and retained 
earnings were Rs, 21 million and Rs. 89 million respectively. The draft financial statements for the year 
show a profit of Rs. 15 million, However, following adjustments are required to be made: 


(i) The management of the company has decided to change the method for valuation of raw 
materials from FIFO to weighted average. The value of inventory under cach method is as 
follows: 

FIFO Weighted Average 

Rs. m Rs. M 
December 31, 2013 37.0 35,5 
December 31, 2014 42.3 44,5 
December 31, 2015 58.4 544 


(ii) ^ In 2014, the company purchased a plant for Rs, 100 million. Depreciation on plant was recorded 
at Rs. 25 million instead of Rs. 10 million. This error was discovered after the publication of 
financial statements for the year ended December 31, 2014, The error is considered to be 
material, | 

Required 

Produce an extract showing the movement in retained earnings, as would appear in the statement of 

changes in equity for the year ended December 31, 2015. 


Question-3 


Continuing from Q.2 prepare note for change in policy for the year ended December 31, 2015? 


(ICAP Example-2) 


Question-4 

A non-current asset was purchased for Rs. 200,000 two years ago, when its expected economic life was 
ten years and its expected residual value was nil. The asset is being depreciated by the straight-line 
method. 

A review of the non-current assets at the end of year 2 revealed that due to technological change, the 
useful life of the asset is only six years in total, and the asset therefore has a remaining useful life of four 
years. 

Required: 

Calculate depreciation expense for year 1 & year 2. 


Question-5 


A generator was purchased in Year 2018 at the cost of Rs. 50 million. It was estimated in Year 2018 that 
it will run for 80,000 hours. Company estimates that each year, it will run 8,000 hours i.e. 10% of 


estimated generation: The Company intends to use Straight line method for depreciation. 


In year 2018, Generator ran for 8,000 hours, however, in year 2019, it ran for 7,200 hours, decline of 
10%. On re assessment, the management concluded that their initial n 
per year for generator needs revision, and each year, the gener 
last year, i.e. the benefit will get reduced by 10% e 
reducing balance / diminishing balance method of th 


Required: 


assessment of running of 8,000 hour 
ator will run for 90% of the hours it ran t" 
ach year. Therefore, now Company intends to apply 
e remaining carrying amount of this asset. 


Calculate depreciation expense for year 2018, year 2019 & ycar 2020 
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Questlon-6 


The following information has been taken from the financial statements of Asif Engineering Limited 
(AEL) for the year ended 31 December 2015: | 


2015 (draft) | 2014 | 2013 | 


| cem Rs, in million ates 
Property, plant equipment 
EL ak es el ae tl PT 
Retained earnings asat 31 December — — | 353 | 24 [| to 
In the above financial statements, AEL has recognised consumption of spare parts as expense. AEL has 
now decided to change its above policy and classily consumption of spares having useful life of more 
than one year as capital spares under property, plant and equipment, 


Following Information pertains to capital spares consumed during the past three years: 


f Parts issued during the year Useful life of the Issued 

| Year ended Rs. In million aes arts Lan. y 
31 December 2013 years | 

3T December 2014 pruna ege n er np re veia kd 


31 December 2015 Lo dd.” years —— 


Depreciation on these parts is to be charged using straight line method over its useful life. 
Required: 


In accordance with the requirements of International Financial Reporting Standards, prepare the revised 
extracts (including comparative figures) of the following: 


(a) statement of financial position as at 31 December 2015 
(b) statement of comprehensive income for the year ended 31 December 2015 
(c) statement of changes in equity for the year ended 31 December 2015 (ignore taxation) 
(ICAP Example-1) 
Question-7 


Following information has been extracted from the draft financial statements of Marvellous Limited (ML) 
for the year ended 30 June 2017: 


Statement of financial position 


Property, plant and equipment 
Retained earnings 


Statement of profit or loss 
Profit for the year 


The following matters are under consideration of the management: 


Ñ Yt was identified that ML's had incorrectly charged Rs, 36.75 million as maintenance expense, 


incurred on installation of the plant. The plant was available for use on | July 2014 and had been 


| 
| 
depreciated on straight line basis over a useful life of four years, 
417 
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s In view of significant change in the expected pattern of economic benefits from an item of the 


equipment, it has been decided to change the depreciation method from dy ree oni to 
straight line. The equipment was purchased on | July 2015 at a cost of Rs. 80 million having 
estimated useful life of 5 years and residual value of Rs. 16 million. The depreciation at the rate 
of 27.5% on reducing balance method is included in the above draft financial statements. 


The following balances pertain to ML’s statement of financial position as on 30 June 2015: 


Retained eamings 


Ignore tax. 
Required: 
Prepare extracts from the statement of financial position, statement of profit or loss and correction of error 
note (including comparative figures) for the year ended 30 June 2017. (ICAP Example-4) 


Question-8 

During the year, it was discovered that due to some calculation error in excel sheet, fair value of Coal 
Limited’s (CL’s) office building was taken incorrectly as Rs. 460 million instead of Rs. 360 million. 
Resultantly, the building was recorded based on incorrect revaluation amount in CL’s financial statements 
for the year ended 30 June 2017. 

This building was acquired on 1 July 2015 for Rs. 500 million and then revalued for the first time on 30 
June 2017. CL follows revaluation model for subsequent measurement of its building classified as 
property, plant and equipment and charges depreciation over its useful life of 10 years using straight line 
method. CL accounts for revaluation on net replacement value method and transfers the maximum 
possible amount from the revaluation surplus to retained earnings on an annual basis. 

As on 30 June 2019, the revalued amount of building has been determined at Rs. 320 million. 

Required: 


Prepare extracts from CL’s statement of financial position and related notes to the financial statements for 
the year ended 30 June 2019 alongwith comparative figures for the above. (Note on Property, plant and 
equipment is not required) : (ICAP Example-7) 


, ! ME — 
418 
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PALI es, o eas m Accounting Estimates and Errors 
ICAP QUESTION BANK SOLUTIONS 


Arnswer-1 
a) 
Wonder Limited 
Statement of Financial Position (Extracts) 
as on June 30, 2015 


Hs. in ‘m’ 
Restated 
2015 2014 
Property, plant and equipment Wi 178.5 Mis 
Retained Ezznings 187.5 89.5 
b) 
Wonder Limited 
Statement of Comprehensive income (Extracts) 
for the year ended June 30, 2015 
Rs. in ‘m’ 
Restated 
. 2015... 2014 - 
Profit for the veer WZ 98.0 59.5 
c) 
Wonder Limited 
Statement of Changes in Equity (Extracts) 
for the year ended June 30, 2015 
201 
2015 | Da | 
| (Restated) | 
| Rem | Rem | 
Balance as at 1 January [108 - 78 Profit] 89.5 30 
Total Comprehensive Income 98 59.5 
^ OO 
Balance as at 31 December 187.5 89.5 
Sia 
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d) 
Wonder Limited 
Notes to the financial statements (Extracts) 
For the year ended June 30, 2015 
Change In estimate (Note) 
The remaining useful life estimate of a plant was revised from 4 to 7 years resulting in reduction of 
Depreciation Rs. 6 million in current period and for remaining life of tho plant. 


Correction of error 
During the year ended June 30, 2014, the repair work was erroneously included in machineaccount, The 


effect of correction of this error is as follows: 
Effect on statement of financial position | Rem | 
Decrease in Property, plant & equipment WI (18.5) 
Decrease in Retained earnings (18.5) 


Effect on statement of profit or loss 


Increase in repair expense W2 (20) 
Decrease in depreciation expense 1.5 
Decrease in profit (18.5) 
2015 2014 
W1: Property, Plant & Equipment M ka 
As given 189 130 


Correction of error 


Less: Repair & Maintenance (20) (20) 
Add: Depreciation 2014 [20 x 10% x 9/12] L5 1.5 
Add: Depreciation 2015 [20 x 10%] 2 - 


(16.5) (18.5) 
Change in estimate 


Add; Lower Depreciation BE _ 

178.5 111.5 
Change in estimate effect Rs. m 
Cost 70 


Less: Depreciation [70 / 5 years] BE o 


Net Carrying amount A. 
Depreciation (Previous estimate) [56 / 4 years] N 
Depreciation (New estimate) [56/7 years] eee 
Decrease WEE sn 
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| 2014” | 
W2: Profit for the year | 2015 | 


As given 90 78 
Correction of error 
Less: Repair & Maintenance (20) 
Add: Depreciation 2014 [20 x 1096 x 9/12] 1.5 
Add: Depreciation 2015 [20 x 10%] - 
2 (18.5) 
Change in estimate 
Add: Lower Depreciation 16 n 
98 59,5 
Answer-2 


Mohani Manufacturing Limited 
Statement of Changes in Equity (Extracts) 
For the year ended December 31, 2015 


Rs. in ‘m’ 


Opening retained earnings 1.1.14 (W-2) 68.0 
Effect of change in Accounting policy (W-1) (1,5) 
Opening retained earnings 1.1.14 — restated 66.5 
Profit for 2014 - restated (21 + (W-1) 18.70) 39.7 
Closing retained earnings 31.12.14 - restated 106.2 
Profit for 2015 (15 - (W-1) 6.2) 8.8 
Closing retained earnings 31.12.15 115.0. 
(W-1) Impact of adjustments on profit 
2015 2014 2013 

Effect of change in policy a Ca 
Closing stock of 2013 1.5 (1.5) 
Closing stock of 2014 (2.2) 22 l 
Closing stock of 2015 ; (4.0) 

(62) ^ 33 “ 65) 
Effect of prior year error correction 
Depreciation over recorded now reversed 15.0 


Adjustment required in profit ^ (6.2) 18.7 (L5) - 
(W-2) Calculation of opening unadjusted retained earnings on 1.1.14 


Retained Earnings - 2014 
b/d 1.1.14 (bal.) 
Profit - 2014 (Given) 


c/d (31.12.14) 89.0 
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Answer-3 
Mohani manufacturing Limited 
Notes to the financial statements (Extracts) 
For the year ended December 31, 2015 


` 


N-7 Change in policy 
During the year ended 31 December 2015, the management of company has decided to change the 
method of valuation of raw material from FIFO to weighted average. 


Effect on line items of statement of comprehensive income 


: 2015 2014 
Decrease in cost of sales (W) 3.7 
Increase in cost of sales (W) 6.2 
Increase in profit Bs] 
6.2 


Decrease in profit 


Effect on line items of statement of financial position 
2015 2014 2013 


Decrease in stock (From Q.) 4 15 
Increase in stock (From Q.) 2.2 
Decrease in Retained earnings 4 L5 
Increase in retained earnings 2.2 
(W-1) Impact of adjustments on profit 

__ 2015 2014 2013 
Closing stock of 2013 1.5 (1.5) 
Closing stock of 2014 (2.2) 2:2 
Closing stock of 2015 (4.0) 


Adjustment required in profit (6.2) 3.7 (1.5) 


Answer-4 l 
Depreciation -Year1 = Cost - RV = 200,000 - 0 = 20,000 
Life 10 


The remaining life at the end of year 2 is 4 years, so remaining life at start of year 2 is 5 years. So we will 


calculate depreciation on the basis of 5 years. 


Depreciation -Year2 = Book value - new residual value = 180.000 (W-1)-0 =36,000 
Remaining life l 5 


(W-1) Book value at the time estimate is changed 
= 200,000 - 20,000 
= 180,000 
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Answer-5 

Life = 10% = 10 Ye 

ars 

Depreciation -Year 2018 = Cost - RV = 50,000 -0 = 5.000 
Life 10 

Date Description Rs. In“000” 

01.01.19 Book value (50,000 — 5,000) 45,000 

31.12.19 Depreciation (45,000 x 10%) (4,500) 

31.12.19 W.D.V 40,500 

31.12.20 Depreciation (40,500 x 10%) (4,050) 

31.12.20 W.D.V 36,450 

Answer-6 


(a) Statement of financial position as at 31 December 2015 


2013 | 
(Restated) 


lant & equi ipment t (W-2) 


Stores and spares 


oann re M a naka eier TO MAAM 
— € bnan onset tmt tarta iik tct. 


ama ma anana namana 
a 


(b) Statement of comprehensive income for the year ended 31 December 2015 


Retained earnings 
Rs. in million 


Balance as at 1 January 2015 - — (restated) 

Total comprehensive income — 2015 

Balance as at 31 December 2015 
a ee 4 


a a t: 
— — — 


mE 


— kn pa a bm a aa maas 
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rr mmr rpe rron PN morem Aa AWAYAN a minam n FA — 
W-1: Computation of net profit ____Depreclation expense for the year — 
2013 | Z014 2015 — 


-ááMM Rs, in million ---....... 
Depreciation for 2013 (55-5) — M MN. METRUM Ft ELA RR 
D iati EE EAR: 13 | 
De roc prion for 2014 (39+3 ARRA Nw NV T 
Depreciation for 2015 (4444) enneren - " L 
11 24 e | 
———————— [À— Lm Nm rer pum eni morer em emt emm nnm een eror wean een an o emo pm mee — unl 
Less: Amount already charged 39 44 
Adjustment to be made in net profit — a eene otis] #11119] 
Profit for the year. ee TT 123 129 
138 138 


Adjusted profit for the year 


ATAT AA renne PEP PP PUP PAPA TE Fore 


.W-2: Property, plant and equipment 5 ooe 
E.U RS! PRIN RUN Aka 2,402 | 
Add: Stores issued 2013. . —  .—  —— | 1. 53 1 i 
Add: Stores issued 201039 
Add: Stores issued 2015 UT U 
Less: Accumulated depreciation as 
calculated above 
2014: 11 +24; 2015: 11 +24 +35 UID | (35) 
Revised carrying value 2,149 2,461 
Answer-7 


Marvellous Limited 


Sstatement of Profit & Loss (Extracts 


(201%: (65 9194545.  — 77-777. aa ol 
AA cu peel 
Marvellous Limited ae 
Statement of Financial Position | [Restated | Restated 
As on 30.6.17 | 30.617 | 30.6.16 | 
Non-current assets | | 


Property, Plant and Equipment | Tags] 604 


amena: | Restated 


F |o 
O |= 
choles 
edm 
S 
= |S 
= 
S | 
S 
E IE 
te 
w 
> 
N 
— 
a 
w 
o |= 
— |o 
N |e 
ain 


LBLER 


T 
"ud 
ANAN 


Retained earnings 
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70151 (180 + 36.8 - 9.19 


2016: (265 + 36.8 - 9.19 - 9,19) 
2017: (330. 36.8 - 9.19 - 9,19 - 9,19 + 5,45 


Marvellous Limited 

Notes to the Financial Statements 
For the year ended 30.6.17 

1, Error correction 


It was identified in current year that installation costs of Rs, 36.75 million to be capitalised was 
incorrectly charged as maintenance expense on | July 2014, The effect of correction on relevant 
items of financial statements is as follows: 


Items affecting statement of comprehensive Income 30.6.16 
Increase in depreciation 9.19 
Decrease in profits 9.19 
Items affecting statement of financial position 30.6.16 30.6.15 
Increase in Property Plant & Equipment 18.42 27.61 
(*36.8-9.19-9.19) (#36.8-9,19) 
Increase in Retained Earning 18.42 27.61 


(718.42 - 0) (+27.61 - 0) 
2. Change in estimate 


The depreciation method for equipment was revised from reducing balance method to straight line 
method. Effect of this change is as follows: 


Increase in profit of current year (W-3) 
Decrease in profits of future years (W-3) 


Ç tn 
4 dq 
Ui 


Ui 
Ui 


W-1 


PPE 
Maintenance Exp. 


Depreciation ; Depreciation Depreciation 


PPE p PPE . PPE 
(36.75 / 4 years) (36.75 / 4 years) (36.75 / 4 years) 
PPE 
Depreciation (W-2) 


W-2 

Depreciation of 2017 wrongly charged under Reducing Balance Method 

1.7.15 Cost 80 
30.6.16 Dep. (80 x 27.5%) -22 
30.6.16 BV ' 58 
30.6.17 Dep. (58 x 27.5%) -15.95 
30.6.17 BV 42.05 
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Depreciation of 2017 to be charged under Straight Line Method 
Dep. [(58-16) / 4 years] 10.5 


Excess dep. To be reversed (15.95 - 10.5) 5.45 


WA 


Current year 
Depreciation | 5.45 : Profit 1 5.45 


Future years 
Depreciation | 5.45 Profit | 5.45 


Answer-8 


| 2018 | 2017 
| (Restated) | (Restated) | 


Coal Limited — — — ^ ——  — 0. 
Statement of Financial Position (Extracts) 


—————————À—— Á 


——————XH 


Coal Limited 

Notes to the financial statements (Extracts) for the year ended 30 June 2019 

Correction of error note 

It was identified in current year that revalued amount of one of buildings was taken as Rs. 460 million 


instead of Rs. 360 million in 2017's financial statements. 


Effect on statement of financial position 
Decrease in PPE 


Decrease in Revaluation Surplus li [ (525) | (60) | 


Decrease in Retained Earnings i 35 = 
Effect on statement of profit or loss WINE T7 at 
Decrease in depreciation expense Wl 12.5 PARS 


— 


WORKINGS 
(W1) Building 


——O- sa 
Cost 1 July 2015 naa: 
Depreciation 2016 (50) 
50 ag 
400 
S 
| 460 | 


(Balancing ^ —— 


e — — ÁM— NN — ae aema e ee a 


CA at 30 Jun 2017 (Revalued 
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Depreciation 2018 
CA at 30 June 2018 

Depreciation 2019 
CA at 30 June 2019 (pre revaluation 


Reversal of loss (net of depreciation) 


Revaluation surplus od 


dpi. an ao Saas paa ond Mb Ta 


(W2) Revaluation surplus 


At 30 June 2017 
Transfer to RE 
At 30 June 2018 


- [60/: /8years] — 


nmm NN 


(W3) Impact on n Retained Earnings 


Pama aa t HEU EH tiet retreat 


t LEAN PA AN 


MIA SAAN ANA AN tot PNPA tt om iere. 


At 30 June ine 2017 
Transfer froi er from R RS 


PNTA PP PA AP KA AA lannili APP orn roo tnter NYETA 


‘Depreciation E on Expense PHP NE CAN 
UBT ae p I 
Na 
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CHAPTER-6 IAS 08: Accounting Policies, Changes In Accounting Estimntes and Erro 
rs 


01. 


02. 


03. 


04. 


05. 


CHAPTER-6 
IAS-08 


MULTIPLE CHOICE QUESTIONS 


Which TWO of the following situations would not require a prior year adjustment as per IAS 8 
“Accounting Policies, Changes in Accounting Estimates and Errors"? 
(a) In last year's financial statements, inventories were understated by a material amount due 


to system error 


(b) A company has changed its all 
outstanding debt to everything over 120 days old 

(c) A new accounting standard has been issued that requires a company to change its 
accounting policy but gives no guidance on the specific application of the change itself 


(d? A company has decided to move from charging depreciation on the straight line basis to 


the reducing balance basis 
In accordance with IAS 8 “Accounting Policies, 
how is a change in accounting estimate accounted for? 
(a) By changing the current year figures but not the previous years! figures 
(b) By changing the current year figures and the previous years’ figures 
(c) No alteration of any figures but disclosure in the notes 
(d) Neither alteration of any figures nor disclosure in the notes 
According to IAS 8 “Accounting Policies, Changes in Accounting Estimates and Errors”, how 
should a material error in the previous financial reporting period be accounted for in the current 


period? 
(a) By making an adjustment in the financial statements of the current period through the 
and disclosing the nature of the error in a note. 


owance for irrecoverable receivables from 10% of 


Changes in Accounting Estimates and Errors” 


statement of profit or loss, 

(b) By making an adjustment in the financial statements of the current period as a movement 
on reserves, and disclosing the nature of the error in a note. 

(c) By restating the comparative amounts for the previous period at their correct value, and 
disclosing the nature of the error in a note. 

(d) By restating the comparative amounts for the previous period at their correct value, but 
without the requirement for a disclosure of the nature of the error ina note. 


ould be classified as ‘a change in accounting policy’ as determined by 


Which of these changes W 
hanges in Accounting Estimates and Errors”? 


[AS 8 “Accounting Policies, C 
(a) Increased the allowance for irrecoverable receivables from 5% to 10% of outstanding 
debts ` 
(b) Changed the method of valuing inventory from FIFO to average cost 
(c) Changed the depreciation of plant and equipment from straight line depreciation to 
reducing balance depreciation 
(d) Changed the useful life of motor vehicles from six years to four years 
In which TWO of the following situations can a change in accounting policy be made by an 
entity? 
(a) If the change is required by an IFRS 
(b) If the entity thinks that a new accounting policy would be easier to report 
(c) If a new accounting policy would show more favourable results 
ntation of events O 


(d) If a new accounting policy results in more reliable and relevant prese 


transactions 
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TERE IAS 08: Accounting Pollelos, Chan os In Accounung Estlmates and Errors 


Which one of the following would be treated under IAS 8 “Accounting policies, changes In 


Ib apang?! 
me ae B errors" as a chango of accounting polloy? 
Q ld H " i l 
(a) Kai a ual inventory from a weighted average to a FIFO basis 
(b) Ac hango pa epreciation method from straight linc to reducing balance 
(c) Adoption i the revaluation model for non-current assets previously held at cost 
(d) Capitalisation a borrowing costs which have arisen for the first time 
f. Which of the following items is a change of accounting policy under IAS 8 "Accounting policies 
changes in accounting estimates and errors"? , 
(a) Classifying commission earned as revenue in the statement of profit or loss, having 
previously classified it as other operating income 
(b) Eus to purchasing plant using leases from a previous policy of purchasing plant for 
(c) Changing the value ofa subsidiary's inventory in line with the group policy for inventory 
valuation when preparing the consolidated financial statements 
(d Revising the remaining useful life of a depreciable asset 
y, The directors of Tom Limited are disappointed by the draft profit for the year ended 30 
September 2013, The company's assistant accountant, Jerry, has suggested following: 
A major item of plant that costed Rs. 20 million to purchase and install on | October 2010 is 
! : 1 | [| ' 1 l 1 
being depreciated on a straight-line basis over a five-year period. On | October 2012, the 
production manager believed that the plant was likely to last eight years in total (i.e. from the date 
of its purchase). 
Jerry believes that as the useful life estimate has increased, the previous years" depreciation was 
overstated and it depreciation expense should be reversed in current year leading to increased 
profit. 
What is the nature of the change being proposed by Jerry and how should it be applied? 
(a) Change of accounting policy : Retrospective application 
(b) Change of accounting policy : Prospective application 
(c) Change of accounting estimate : Retrospective application 
(d) Change of accounting estimate : Prospective application 
9, If it is impractical to make a retrospective application to a period: 
(a) Make the change only to the current period 
(b) Apply the change to the earliest period that is practical 
(c) Do not make the change at all 
(d) Make the change in next year l l an 
1 Which TWO of the following would be treated as a change of accounting policy? 
(a) Entity has received its first government grant and is applying the deferred income 
method. m NM 
(b) Entity has revalued its properties. Up to now they had all been car ried at historical cost. 
(c) Entity has reclassified development costs [ in other Vi: a to cost of sales. 
"D ar s de sance Ire 0 2/0, 
(d) ^ Entity has increased its irrecoverable debt allowance t 
M9 
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CHAPTER-6 IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 
11. Correcting the recognition, measurement and disclosure of amounts in financial statements as if a 
prior-period error had never occurred. This is: l 
(a) Retrospective restatement 
(b) Retrospective application 
(c) Change in accounting estimate 
(d) Prospective restatement 
12. Specific principles bases conventions rules and practices applied in presenting financial 
statements. This defines: 
(a) Accounting estimates 
(b) Accounting policies 
(c) Prospective application 
(d) Accounting method 
13. Adjustment of the carrying amount of an asset or a liability or the consumption of an asset as a 
result of change in assessment. This defines: 
(a) A change in accounting estimate 
(b) Accounting policies 
(c) Misstatements 


(d) Correction of error 


14. Applying a new policy to transactions as if that policy had always been applied. This is: 


(a) Retrospective restatement 
(b) Retrospective application 
(c) Change in accounting estimate 
(d) Prospective application 
I5. The directors of Tom Limited are disappointed by the draft profit for the year ended 30 


September 2013. The company's assistant accountant, Jerry, has suggested following: 


20 million to purchase and install on 1 October 2010 is being 
October 2012, the production 
| (i.e. from the date of its 


A major item of plant that cost Rs. 
depreciated on a straight-line basis over a five-year period. On 1 
manager believed that the plant was likely to last eight years in tota 


purchase). 


Jerry believes that as the use 


ful life estimate has increased, the previous years” depreciation was 
overstated and it depreciation expense should be reversed in current year le 


ading to increase 


profit. 
Adjusting for the change of useful life correctly, what will be the carrying amount of tl 


30 September 2013? 


xe plant at 


Rs. 
16. Imad Textile Limited (ITL) purchased a plant on January 01, 2011 for Rs. 1,120,000. At this date 


the useful life of the asset was estimated at 10 years after which it can be sold for Rs. 120,099. 
However, during 2013 ITL estimates the remaining useful life of this plant as 6 years and expects 
to fetch residual value of Rs. 170,000. ITL uses straight line method for depreciating such plants: 


Calculate the amount of depreciation for the year ended on 31 December 2018. 


Rs, 
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TER-6 JAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 
CHAL 


11. 


A company is preparing its financial statements fi 


or the year ended 31 December 2019 and 
discovered that in previous years following amounts were incorrectly capitalised in an intangible 
asset with indefinite useful] life. 
What amount should be deducted from retained earnings in statement of changes in equity on | 
January 2018 for correction of above error? 
Rs. 
A company is preparing its financial statements for the year ended 31 December 2019 and 
discovered that in previous years following amounts were incorrectly capitalised in an intangible 
asset with indefinite useful life, 
Calculate the effect on profit after tax for the year ended 3] December 2018 correction of above 
error, 
Rs, 
Most of entity’s competitors value their inventory using the average cost (AVCO) basis, Whereas 
* entity uses the first in first out (FIFO) basis. 
Hi value of inventory at 30 September 2013 (on the FIFO basis) is Rs. 20 million, however on 
the AVCO basis it would be valued at Rs. 18 million. By adopting the same method (AVCO) as 
^ competitors. The inventory at 30 September 2012 was reported as Rs, 15 million, however on 
P AVCO basis it would have been reported as Rs. 13.4 million. 
m will be the effect of the change on profits for the year ended 30 September 20132 
Disclosure requirements of IAS 8 in respect of change in accounting policy are NOT Applicable 
Case of: 
(a) change in method for inventory valuation from FIFO to Weighted average 
(b) initial adoption of revaluation model for property, plant and equipment 
- change in revenue recognition policy 
) None of the above (Autumn 2019 Q 4) 
l 
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CHAPTER-6 IAS 08: Accounting Policies Changes in Accountin 


, : ‘oy in accordance with IAS 8 
21. Which of the following would be a change in accounting pakay 


"9 

ici i i imates and errors 

- i es in accounting est! l l l 
s eene. based on latest information received 


heus [ar biu A | as cost of sales rather than as administrative 
i i iation charges 
(b) change in reporting deprecia 
ma straight line 
(c) Depreciation charged on reducing balance method rather than g 


isable value 
(d) Reducing the value of inventory from cost to net realisa 
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(b) and 
0 


MCQS SOLUTIONS 


It would require prior year adjustment 
It would not require prior year adjustment (It is only change in estimate) 
If no guidance in new standard we will require prior adjustment 

It would not require prior year adjustment because it is change in estimate 
(a)  - 

(b) We don't change previous year in estimate change 
(c) Alteration is required 

Alteration is required 


ye ghalt baat hay kion kay previous year ko change karna hoga. 
ye ghalt baat likhi hay hum pervious year ko change karain gay. 


a ghalt baat hay error rectification ka note banta ha 
It is change in estimate 

it is policy change 

it is change in estimate 
it is change in estimate 


ye ghalt baat likhi hay (yani sirf easy kam karain) 
ye ghalt baat likhi hay (yani achy profit show karain sirf) 


ye estimate change hay 
ye change in policy to ha 
standard karta. Is ki treat 
€ policy ki change nahi 


y lakin sawal main likha hay kay is ki treatment konsa 
ment to IAS-16 main hay na kay IAS-38 main. 
hay balkay first time application ha 


(b) ye sirf management deci 


(c) ye adjustment normal hay na kay change in policy. 

e estimate change hay na kay change in policy. 
(a) ye policy change nahi hay 
(b) ye policy change nahi hay 


estimate kabi be retrospective apply nahi hota 
jo 


sion hay 


han ye estimate change ha 


ye policy change n 


ahi hay. 


e change in estimate hay. 
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Rs. 10 million 


Cost (1 Oct. 2010) 


Depreciation (30-9-11) (20/5) 


Depreciation (30-9-12) (20 /5) 


(W-2) 
fer WD nony H < 
Depreciation 2013 Remainlgnlife ^ 6 A 


Jerry ki soch ghalat hay. Asal main pichly salon main koi galti nahi hoi. Ye 


sirf change in estimate hay. 
Rs. ‘000’ 
1,120 
(100) 
1,020 


(100) 


Rs. 125,000 


= = =) 


Depreciation (2011) 10 


= ka =) 


Depreciation (2012) 10 


W-2 
Depreciation 2019 < a= AS 125 


2015, 2016 and 2017 , 


Retained earnings (Expense) 
Intangible 4+4+3 


Decrease in R.E = -11 
2018 kay saal ko is liye ignore kia hay ke sawal 1.1.18 ki retained earnings mang 
raha hay. 


Rs. 7.7 million 


Rs. 3.5 million 


Expense 
Intangible 


—----——————————— —À 


Effect on Profit 2013 P2012 


Closing stock 2012 (1.6) 
Closing stock 2013 
[74 A CO Ng | 


2013 (reduced inventory by Rs. 2) 
2012 (reduced inventory by Rs. 1.6; 


Rs. 0.4 million 
(Reduction) 


This is a change in presentation which will affect calculation of gross profit 
and will be retrospectively adjusted when presenting comparatives. (a( and 
(d) are simply adjustments made during preparation of the financial 

statements, (c) is a change of accounting estimate. 
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LECTURES 
NOTES 


P 


LECTURE NOTES (ONLY FOR STUDENTS ATTENDING MY CLASSES) 


uestion- 
Mr. Atif has purchased a vehicle. Its cost on January 1, 2008 was Rs. 50,000. Its life is 4 years. 
Calculate depreciation for 4 years using straight line method. Year end is December 31. 


Question-2 
Mr. Latif has purchased a plant. Its cost on 1.4.2008 was Rs. 50,000. Its life is 4 years. Calculate 
depreciation expense for year ended December 31, 2008, 2009 and 2010. 


Mr. Arif has purchased a vehicle. Its cost on 1.5.2008 was Rs. 70,000. Its life is 5 years. Calculate 
depreciation expense for 2008, 2009, 2010, 2011. Year end is December 31. 


Questlon-4 


Mr. Atif has purchased an asset on 1.4.2004 for Rs. 50,000. Its residual value is 10,000 and rate of 
depreciation is 2596 straight line. Year end is 31 December. 


Required: 
Calculate depreciation from 2004-2007. 


Questlon-5 


Mr. Zeeshan has purchased an asset on 1.7.2004 for Rs. 70,000. Its residual value is Rs. 20,000 and useful 
life is 4 years. Method used is straight line. 


Required: 


Calculate depreciation from 2004-2006 assuming year end is December 31. 


Question-6 


Mr. Moin has purchased a machine costing Rs. 600,000 on 1.1.2008. Calculate depreciation for first 
4 years using WDV method. Rate is 1096. The year end is December 31. 


Question-7 


Mr. Shaban has purchased a machine costing Rs. 60,000 on 1.4.2008. Calculate depreciation for first 
3 years using WDV method, Rate is 10% and year end is 31 December. 


Question-8 
Mr, Umair purchased a computer on 1 March 2007. 


Calculate depreciation for first 3 years on WDV method @ 15%. Cost is Rs. 200,000. Year end is 
December 31, 


Question-9 


Mr. Aamir has purchased building on 1.7.2008. Calculate depreciation on WDV method for first three 
Years @ 2096. Cost is Rs. 300,000. Year end is September 30. 
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Question-10 

A Gill, purchased a notebook PC on 1.1.2005 for Rs. 2,600. It has an estimated life of four years and a 
scrap value of Rs, 200. 

She is not certain whether she should use the straight line or the reducing balance basis for the purpose of 
calculating depreciation on the computer. 

Required: 

You are required to calculate the depreciation (to the nearest Rs.) using both methods, showing clearly the 
balance remaining in the computer account at the end of each of the four years under each method, 
(Assume that 45 per cent per annum is to be used for the reducing balance method. 


Question-11 

A machine costs Rs. 8,000 on 1.1.2005, It will be kept for five years, and then sold for an estimated figure 
of Rs. 2,400. Show the calculations of the figures for depreciation (to nearest Rs.) for each of the five 
years using (a) the straight line method, (b) the reducing balance method, for this method using a 
depreciation rate of 20 per cent. Year end is December 31. Show clearly the WDV of the asset at the end 


of each of the year. 


Question-12 

A photocopier costs Rs. 23,000 on 1.1.2005. It will be kept for four years, and then traded-in for 
Rs.4,000. Show the calculations of the figures for depreciation for each year using (a) the straight line 
method, (b) the reducing balance method, for this method using a depreciation rate of 35 per cent. Year 
end is December 31. Show clearly the WDV of the asset at the end of each of the year. 


Answer-1 
Calculation of Depreciation 

Rs. 
Depreciation for 2008 = 50,000/4 = 12,500 
Depreciation for 2009 = 50,000/4 = 12,500 
Depreciation for 2010 = 50,000/4 = 12,500 
Depreciation for 2011 = 50,000/4 = 12,500 
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cH APTER-7 Lecture Notes Volume 1 
'er-A 
Mr ation of Depreciation : 
S. 
Depreciation for 2008 = (50,000/4) x 9/12 = 9,375 
Depreciation for 2009 m 50,000/4 = 12,500 
Depreciation for 2010 = 50,000/4 = 12,500 
wer-3 
ne of Depreciation 
Rs, 
Depreciation for 2008 = (70,000/5) x 8/12 = 9,334 
Depreciation for 2009 = 70,000/5 = 14,000 
Depreciation for 2010 = 70,000/5 = 14,000 
Depreciation for 2011 - 70,000/5 : = 14,000 
Answer-d 


Calculation of Depreciation 


Rs. 
Depreciation = (Cost — residual value) x Rate per annum 
Depreciation for 2004 = (50,000-10,000) x25% x 9/12 = 7,500 
Depreciation for 2005 = (50,000-10,000) x 25% = 10,000 
Depreciation for 2006 = (50,000-10,000) x 25% = 10,000 
Depreciation for 2007 = (50,000-10,000) x 25% = 10,000 
Answer-5 
Calculation of Depreciation 
Rs. 
Depreciation = Cost — residual value 
Useful life : 
Depreciation for 2004 - (70,000 — 20,000) x 6/12 - 6,250 
4 
Depreciation for 2005 = (70.000 - 20,000) = 12,500 
4 
Depreciation for 2006 = (70,000 — 20,000) = 12,500 
n 4 
ISWer.. 
“ulation of Depreciation R 
s. 
Cost 600,000 
“Preciation (3; 12.2008) (600,000 x 10%) 19009). 
Wy 540,000 
D (31.12.2008) 0 
Preciation (31.12.2009) (540,000 x 10%) x c 4,000), 
Wp l 486,000 
ae (31.12.2009) DENS (48,600) 
Clatio (486,000 x 10% —— 
Wy o | pue D 437,400 
Denne: sd (43,740) 
Preciat; 437,400 x 1094) — —— 
Wy lon (31.12.2011) ( 393,660 
(31.12.2011) p 
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Answer-7 


Calculation of Depreciation 


Cost 
Depreciation 
WDV 
Depreciation 
WDV 
Depreciation 
WDV 


Answer-8 


Cost 
Depreciation 
WDV 
Depreciation 
WDV 
Depreciation 


Answer-9 
Cost 
Depreciation 
WDV 
Depreciation 
WDV 
Depreciation 


Answer-10 


(31.12.2008) 
(31.12.2008) 
(31.12.2009) 
(31.12.2009) 
(31.12.2010) 
(31.12.2010) 


(2007) 
(2008) 


(2009) 


(2008) 
(2009) 


(2010) 


(60,000 x 10% x 9/12) 
(55,500 x 10%) 


(49,950 x 10%) 


(200,000 x 15% x 10/12) 
(175,000 x 15%) 


(148,750 x 15%) 


(300,000 x 20% x 3/12) 
(285,000 x 20%) 


(228,000 x 20%) 


Calculation of depreciation (Using straight line method) 


Cost 


Depreciation (2005) 


WDV 


Depreciation (2006) 


WDV 


Depreciation (2007) 


WDV 


Depreciation (2008) 
WDV (31.12.2008) 


438 


(2,600 — 200) / 4 
(2,600 — 200) / 4 
(2,600 - 200) / 4 


(2,600 - 200) / 4 
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Rs. 
60,000 
(4,500) 


55,500 


(5,550) 


49,950 


(4,995) 


^ 44055. 


200,000 


05000). 
175,000 


- (26250) 
148,750 


(22,313) 
126,437 


300,000 
(15,000) 
“ 285,000 


(45,600) 
182,400 
aaa 


2,600 
(600) 
ngh NA 
2,000 
(600) 
1,400 
(600) 
800 
(600) 
200 


po | 
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MM — 


Calculation of depreciation (Using write down value method) 


Cost 
Depreciation (2005) 
WDV 

Depreciation (2006) 
WDV 

Depreciation (2007) 
WDV 

Depreciation (2008) 
WDY (31.12.2008) 


Answer-11 


Calculation of depreciation (Using straight line method) 


Cost 
Depreciation (2005) 
WDV 


Depreciation (2006) 
WDV 
Depreciation (2007) 
WDV 
Depreciation (2008) 
WDV 


Depreciation (2009) 
WDV (31.12.2009) 


Calculation of depreciation (Using write down value method) 
Cost 


Depreciation (2005) 
WDV 
Depreciation (2006) 
WDV 
Depreciation (2007) 
WDV 
Depreciation (2008) 
WDV 


Depreciation (2009) 
WDV (31.12.2009) 


nswer-12 


(8,000 — 2,400) / 5 
(8,000 = 2,400) / 5 
(8,000 — 2,400) / 5 
(8,000 — 2,400) / 5 
(8,000 = 2,400) / 5 


(8,000 x 20%) 
(6,400 x 2094) 


(5,120 x 2096) 


-. (4,096 x 20%) 


(3,277 x 20%) 


Calculation of depreciation (Using straight line method) 


Cost 


Depreciation (2005) 
WDV 


Depreciation (2006) 
WDY 


Depreciation (2007) 
WDY 


Depreciation (2008) 
DV (31 .12.2008) 


439 


(23,000 - 4,000) / 4 
(23,000 - 4,000) / 4 
(23,000 — 4,000) / 4 


(23,000 — 4,000) / 4 


23,000 
(4,750) 
18,250 
(4,750) 
13,500 
(4,750) 
8,750 
(4,750) 
4,000 
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Calculation of depreciation (Using write down value method 
Cost 23,000 
Depreciation (2005) _ (23,000 x 35%) . 48,050) 
WDV 14,950 
Depreciation (2006) (14,950 x 35%) (5,233) 
WDV (00 €T 
Depreciation (2007) (9,717 x 35%) | (3,401) 
WDV 6,316 
Depreciation (2008) (6,316 x 3596) (2211) 
WDY (31.12.2008) 4,105 
Question-13 


Mr. Babar purchased the following assets: 
Date of purchase 


1* April 2009 200,000 
LY June 2009 300,000 
1* September 2010 


500,000 
Depreciation rate is 1096 under straight line method. 
Requirement: Prepare asset a/c and Acc. Dep a/c as on 315" December 2009 and 2010. 


uestion-14 


Mr. Anjum has started the business on January 1, 2009 of trading in shoes. He has disclosed the following data for 
first three years of his business operations which relates to additions in fixed assets: 


Date of Purchase Cost (Rs.) 

Year end December 31, 2009 

- Asset-1 l 1.1.2009 30,000 

- Asset-2 ; 1.7.2009 10,000 
Year end December 31, 2010 

- Asset-3 1.4.2010 50,000 
Year end December 31, 2011 

- Asset-4 1.7.2011 60,000 
Useful life of all assets is 4 years. 
Required: 3 
Prepare an asset a/c, accumulated depreciation a/c and balance sheet extracts using above mentioned information fot 
first three years of operations. 


Question-15 
Mr. Sultan has started the business on Janu 


ing data 
ary 1, 2010 of trading in computers. He has disclosed the following 9? 
for first two years of his business operation 


s which relates to additions in fixed assets: Cost 


Date of Purchase —  ———— 
Year end December 31 ,2010 D 
30,000 
Asset — ] 1.1.2010 40,000 
Asset — 2 1.4.2010 0,000 
Asset - 3 1.6.2010 a 
Year end December 31, 2011 70,000 
Asset- 4 1.3.2011 ' 
Rate of depreciation is 25% per annum using straight line method. 
Required: 


Prepare asset A/c, accumulated depreciation A/c for year ended December 3 1, 2010, 2011, 2012. 
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TNT 
Z) 
uestion-16 
Mr. Wagar has started the business on January 1, 2013 of trading in chairs, He has disclosed the following data for 
first two years of his business operations which relates to additions in fixed assets: 
00 Date of Purchase Cost 
0) Year end December 31, 2013 
Ü Building -1 1.1.2013 10,000 
) Building — 2 1.5.2013 15,000 
> Year end December 31, 2014 
| Building — 3 1.8.2014 13,000 
i Building - 4 1.9.2014 12,000 
Useful life of all assets is 6 years and method used for depreciation is straight line. 
Required: 
Prepare asset a/c and accumulated depreciation a/c for year ended December 31, 2013 and 2014. 
Solutions 
Answer-14 
Cr. 


1.7.09 Cash 
1.1.10 b/d 
1.4.10 Cash 
1.1.11 b/d 
1.7.11 Cash 
Dr. 
31.12.09 c/d 
31.12.10 c/d 
31.12.11 c/d 
Asset a/c 


ess: Accumulated Depreciation 


YOR KINGS 
V-1) Calculation of depreciation 


2009 

| additions 
2010 
Opening assets 
additions 


Asset A/c 


31.12.09 crd 
31.12.10 c/d 


60,000 | 31.12.11 c/d 


b/d 


Depreciation expense 
1.1.10 b/d 

Depreciation expense 
AAR b/d 


Depreciation expense 


Mr. Anjum 
Balance Sheet (extracts) 
As on 31" December 
2009 2010 


40,000 90,000 
(8,750) (28,125) 
31,250 61,875 


(30,000/4) -- (10,000/4 x 6/12) 


(40,000/4) 
(50,000/4 x 9/12) 


40,000 


90,000 


150,000 
Cr. 


8,750 
8,750 
19,375 
28,125 
30,000 


2011 
~ |30,000 
(58,125) 
91,875 


8,750 


10,000 
9,375 
19,375 
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For 2011 
On opening assets (90,000/4) 22,500 
On additions (60,000/4 x 6/12) EN 
30,000 
Answer-15 
Asset A/c Cr. 


31.12.10 c/d 120,000 


120,000 
70,000 
190,000 


31.12.11 c/d 190,000 


31.12.12 c/d 190,000 


Accumulated Depreciation a/c Cr. 


1.1.10 b/d R 
31.12.10 Depreciation expense 22,292 
1.1.11 b/d 22,292 
31.12.11 c/d Depreciation expense 44,584 
a —— € 
1.1.12 b/d 66,876 
31.12.12 c/d 114,376 Depreciation expense 47,500 
pon ÁÓÀ— 
Calculation of Depreciation 
Depreciation for 2010 
On additions (30,000 x 25%) + (40,000 x 25% x 9/12) + (50,000 x 2596 x 7/12) 22292 
. ——— 
Depreciation for 2011 
On opening assets (120,000 x 25%) 30,000 
On additions (70,000 x 25% x 10/12) 14,584 
44,584 
Depreciation for 2012 
On opening assets (190,000 x 25%) 47,500 
— 
Answer-16 
Dr. Building a/c Cr. 


1.1.13 - 
1.1.13 Cash 10,000 
1.5.13 Cash 15,000 


31.12.13 c/d _ 25000 


1.1.14 b/d 25,000 
1.8.14 Cash 13,000 
1.9.14 Cash 12,000 | 31.12.14 c/d 50,000 
, uban, paa 
Accumulated Depreciation SG 


1.1.13 b/d 33 
31.12.13 reciati a 
Depreciation expense ma 
Lll4 bd s 
31.02.14 c/d i v 
9,068 Depreciation expense "o 
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Calculation of Depreciation 


iation for 2013 
Depreciation tor £2 
Onsdditions during the year (10,000/6) + (15,0006 x 8/12) 


Depreciation Tor 2v 3,333 
Depreciation for 2014 

On opening assets (25,000/6) Ñ 
On additions during the Year (13,000/6 x 5/12) + (12,000/6 x 4/12) 1,569 


5,735 
Ss 


Question-17 


Mr. Qasim purchased an asset for Rs.90 on 1* January 2010. 
314 December, 


Requirement: Prepare B/S extracts for 2010, 2011, 2012. 
Question-18 


Life is 3 years and year end is 


Rate of Dep is 20% on Straight line. 
Requirement: Prepare Asset and Acc, Dep. a/c as on 31" December 2012 and A 
Question-19 


| 


r. Asif has informed you that following balances are appearing on 1.1.2009 in his books of accounts: 


Accumulated 
Cost P 
Depreciation 
Vehicles 300,000 113,000 
Following is the detail of additions during the year ended December 31, 2009: 
Date of Cost 
Purchase — 

Vehicle... ACT 1.3.2009 10,000 

Chicle~ MGY 1.5.2009 15,000 
Rate of depreciation is 20% per annum using straight line method. 


Required: 


repare relevant accounts for year ended December 31, 2009, 


Dr. Vehicle a/c Cr. 
ees 

1.1.09 hq 300,000 

13.09 Gud 10,000 

1.5.09 Cash 


5 ^ 2 Mi 323 
Is 000 31.12.09 c/d zN 000 


pdi Accumulated Depreciation we 


rn 
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sia 1.1.09 b/d 113,000 
12.09 c/d 176,667 Depreciation expense 63.667 
Calculation of Depreciation i 
Depreciation for 2009 

On opening assets (300,000 x 20%) 60,000 
On additions (10,000 x 20% x 10/12) + (15,000 x 20% x 8/12) 3,667 


63,667 


Disposal of fixed assets under straight line method. 
Question-20 


Following Account Balances are appearing on 1.1.18: 


300,000 
D 120,000 


Details of additions: 


Date of Purchase 
1.March.2018 30,000 
50,000 


1 June.2018 
Details of disposals: 
Sale Proceeds 


Date of Purchase Date of sale 
on 31% December 2018. Rate of depreciation 


1.October.2015 30.June.2018 40,000 


Requirement: Prepare Asset. Acc. Dep. & disposal A/Cs as 
is 10% S.L method 


Question-21 
Following Balances are appearing on 1:1:2017: 

AeA Si 
Acc. Dep A/C 20,000 


Additions of Rs. 30,000 took place on 1“ September 2017. Further an asset costing Rs. 25,000 which was 


purchased on 1 July 2015 is disposed off on 30" September 2017 for Rs. 3.000 only. Rate of 


depreciation is 2076 S.L method. 


Requirement: Prepare Asset, Acc. Dep. & disposal A/Cs as on 3 1 December, 2017. 


Mr. Black has provided you with following information: 


Cost as on accumula ter Rate 
Depreciation mau 

1.1.2001 as on 1.1.2001 S.L 

Plant and Machinery 600,000 200,000 20% 
Furniture 700,000 . 130,000 10% 
Vehicle 800,000 170,000 25% 

444 
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Following are the additions made in year ended December 31, 2001. 


' Date Cost 
Plant and Machinery 1.1.2001 - 60,000 
Fumiture 1.6.2001 80,000 
Vehicle 1.9.2001] 70,000 
Required: l) 
Prepare Assets Accounts and Accumulated Depreciation account for year ended December 31, 2001 only. 
Question-23 
The following detail is provided by Mr. Aamir on 1.1.2007 
Accumulated 
Cost as on Depreciation as on 
01:01:07 01.01.07 
Vehicle 1,400,000 650,000 
Rate of depreciation is 15% on Straight line basis 
Following is the further detail for year ended December 31, 2007 
Date of Purchase Cost 
l.Mar.07 : 200,000 
1, May.07 250,000 
| June.07 23,000 
Description Date of Purchase Date of Disposal Cost Sale proceeds 
Vehicle — | 1 July.05 31.Mar.07 40,000 2,300 
Vehicle — 2 1.March.04 30.June.07 70,000 4,700 
Vehicle - 3 1.Aug.06 30.Nov.07 90,000 6.600 


Required: 


Prepare relevant accounts for year ended December 3 1, 2007. 
Answer-22 


Plant and Machinery - At Cost 


600,000 
Cash 60,000 
31.12.01 c/d 660,000 
PNU Pila tahan 
Dr. Accumulated Depreciation - Plant and Machinery Cr. 
.01 b/d 200,000 


31.12.01 Dep. Exp 132.000 

31:12:01 c/d 332,000 
a PTO, 
Depreciation: = On opening assets (600,000 x 20%) 120,000 
On addition (60,000 x 20%) 12.000 
132,000 

——M——— 
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Dr. Furniture — A/C Cr, 


700,000 

1.6.01 Cash 80,000 
31.12.01 c/d 780,000 
m 
Dr, . Accumulated Depreciation - Furniture Cr. 
1.1.01 b/d 130,000 
31.12.01 Dep. Exp 74,667 

31.12.01 c/d 204,667 
Depreciation: On opening assets (700,000 x 1096) 70,000 
On addition (80,000 x 10% x 7/12) 4,667 
74,667 
Dr Vehicle a/c Cr. 


31.12.01 c/d 870,000 


Dr. Accumulated Depreciation — Vehicle a/c Cr. 
1.1.01 b/d 170,000 
31.12.01 Dep. Exp 205,833 


31.12.01 c/d 375,833 
Depreciation: ^ Ju oponi” g (800,000 x 25%) 200,000 
On addition (70,000 x 25% x 4/12) 5,833 
205,833 
Answer-23 
Dr. Vehicle A/C Cr. 


1.1.07 b/d 1,400,000 

1.3.07 Cash 200,000 | 31.3.07 Disposal 40,000 

1.5.07 Cash 250,000 | 30.6.07 Disposal 70,000 

1.6.07 Cash 23,000 | 30.11.07, Disposal 90,000 
31.12.07 c/d 1,673,000 

Dr. Accumulated Dep. A/c Cr. 

31.3.07 Disposal (W-2) 10,500 | 1.1.07 b/d 650,000 

30.6.07 Disposal(W-2) 35,000 

30.11.07 Disposal(W-2) 18,000 Depreciation Exp (W-1) 251,138 

31.12.07 c/d 837,638 a 

- WORKINGS 
(W-1) Depreciation Expense 
On opening excluding disposals 180,000 


(1,400,000 — 40,000 — 70,000 — 90,000) x 15% 
On additions 

(200,000 x 15% x 10/12)+ 
(250,000 x 15% x 8/12) + co 013 
(23,000 x 15% x 7/12) ae 


On disposals 
(40,000 x 15% x 3/12) + 


(70,000 x 15% x 6/12) + 19,125 
(90,000 x 15% x 11/12) LS 
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(W2) 


Dimasil on 5 = (40,000 x 15% x 1.75) 10,500 
Dises on (3 wear (70,000 x 15% x 35.000 
Discoss! om (i year (90,000 x 15 18.000 


e CT m 


\commmulzted Dep. 10,500 
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Question-29 

Mr. Taimoor has started the business on January 1, 2009 of manufacturing cars. He has disclosed the 

following data for first three years of his business operations which relates to additions in fixed assets: 
Date of Purchase Cost 


Year end December 31, 2009 


Asset-1 1.1.2009 30,000 
. Asset-2 1.7.2009 10,000 
Year end December 31, 2010 

Asset-3 1.4.2010 50,000 
Year end December 31, 2011 

Asset-4 1.7.2011 60,000 


Method is WDV for depreciation and rate is 10%. 


Required: 
Prepare relevant accounts for years ended December 31, 2009, 2010 and 2011. 


Mr. Wasif has informed you that following balances are appearing on 1.1.2013 in his books of accounts: 


Cost Accumulated 
Depreciation 
Building 400,000 150,000 
Following Is the detail of additions during the year ended December 31, 2013: 
Date of Purchase Cost 
Building - Defence 1.3.2013 300,000 
Building - Green Town 1.8.2013 100,000 
Method for depreciation is WDV and rate is 20%. 
Required: 
Prepare relevant accounts for year ended December 31, 2013. 
Question-31 
Mr. Ali has informed you that fo!lowing balances are appearing on 1.1.2013 in his books of accounts: 
f Accumulated 
Cost cn 
Depreciation 
Machinery a/c 600,000 300,000 
Following is the detail of additions during the year ended December 31, 2013: 
Date of Purchase Cost 
Cutter machine 1.3.2013 500,000 
Molding machine 1.8.2013 250,000 
Method for depreciation is WDV and rate is 2076. 
Required: 
Prepare relevant accounts for year ended December 31, 2013. 
Question-32 
Mr. Faiq has informed you that following balances are appearing on 1.1.2009 in his books of accounts: 
d Cost Accumulated — 
T—Á"—r—— — MÀ 
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Machinery a/c 600,000 


Following is the detail of additions during the year ended December 3 1, 2009: 


Date of Purchase 
1.3.2009 
1.5.2009 


Machinery B 

Machinery C . 

Method for depreciation is WDV and rate is 3094. 

Required: 

Prepare relevant accounts for year ended December 3 1, 2009, 


Answer-29 
Dr. 


Asset A/c 
1.1.09 b/d 


- Depreciation 


200,000 


Cost 
10,000 
70,000 


Cr, 


1.1.09 Cash 30,000 
1.7.09 Cash 10,000 | 31.12.09 c/d 40,000 
1.1.10 b/d 
1.4.10 Cash 31.12.10 c/d 90,000 
LL11 b/d 
1.7.11 Cash 31.12.11 c/d 150,000 
“Dr, Accumulated Depreciation Cr. 
1.1.09 b/d k - 
31.12.00 c/d Depreciation expense 3,500 
1.1.10 b/d 3,500 
31.12.10 c/d Depreciation expense 7,400 
LET b/d 10,900 
31.12.12 c/d Depreciation expense 10,910 
Calculation for Depreciation 
Depreciation for 2009 
On additions (30,000 x 10%) + (10,000 x 10% x 6/12) 3,500 
Depreciation for 2010 
On opening assets (40,000 — 3,500) x 10% 3,650 
On additions (50,000 x 10% x 9/12) 3,750 
7,400 
Depreciation for 2011 
On opening assets (90,000 — 10,900) x 10% 7,910 
On additions (60,000 x 10% x 6/12) 3,000 
10,910. 
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Answer-30 
Dr. Building a/c Cr, 
1.1.13 b/d 400,000 
1.3.13 Cash 300,000 
1.8.13 Cash 100,000 | 31.12.13 c/d 800,000 
s ————_ 
Dr. Accumulated Depreciation Cr, 
1.1.13 b/d 150,000 
31.12.13 c/d 258,333 Depreciation expense 108,333 
lann 
Calculation for Depreciation 
On opening assets (400,000 — 150,000) x 20% 50,000 
On additions during the year (300,000 x 20% x 10/12) + (100,000 x 20% x 5/12) 58,333 
108,333 
Answer-31 
Dr. Asset a/c Cr, 
1.1.13 b/d 600,000 
1.3.13 Cash 500,000 
1.8.13 Cash 250,000 | 31.12.13 c/d 1,350,000 
Dr. Accumulated Depreciation Cr. 
1.1.13 b/d 300,000 
31.12.13  c/d 464,167 Depreciation expense 164,167 
Calculation for Depreciation 
- On opening assets (600,000 — 300,000) x 20% 60,000 
- On additions (500,000 x 20% x 10/12) + (250,000 x 20% x 5/1/2) 104,167 
164,167 
Answer-32 
Dr. Machinery a/c Cr. 


1.1.09 b/d 600,000 


1.3.09 Cash 10,000 
1.5.09 Cash 70,000 | 31.12.09 c/d 680,000 
Dr. Accumulated Depreciation Cr. 
1.1.09 b/d 200,000 
31.12.09 c/d 336,500 Depreciation expense 136,500 
Calculation for Depreciation expense 
- On opening assets (600,000 - 200,000) x 30% 120,000 
- On additions (10,000 x 30% x 10/12) + (70,000 x 30% x 8/12) | 16500 
136,500 
Question-33 


Mr. Moin has provided the following details of ledger balances appearing in his books as on 1.1.2016 


50,000 


Following additions took place 


1! April 2016 


15t June 2017 
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ate of Depreciation is 20% on WDV method. 


‘quirement: Prepare Asset and Acc. Dep. a/c as on 31" December 2016 and 2017 along with income 
‘atement and balance sheet extracts, 


isposal of fixed assets under reducing balance method, 


puestlon-34 


ollowing balances are appearing in the books of Rehmat as on 1.1.12. 
Asset 900,000 
Acc. Dep. 200,000 


\dditions of Rs.90,000 is made on 1.8.12. Further an asset costing Rs.80,000 as on 1.4.09 is disposed of 
m 30.6.12 for Rs. 45,000 only. Rate is 10% WDV. 
required: Prepare Asset, Acc. Dep. & disposal A/Cs as on 31.12.12. 


Juestion-35 
‘ollowing balances are appearing on 1.7.13. 

Asset 
Acc. Dep. E 
Additions: 

1.Apr.14 | 30,000] 0,000 
Disposal: 


D.O.P DOS Sale Proceed 
LApr.2008 31.Dec.13 50,000 12,000 


Required: Prepare Asset, Acc. Dep. & disposal A/Cs as on 30" June 14 and 15 along with journal entries 
of disposals. Rate is 10% S.L. À 


Question-36 j 
Following balances are appearing on 1.1.2014. 


Plant A/C ` 400,000 
| Acc. Dep. A/C 150,000 


Addition of Rs.30,000 took place on 1? March 2014. An asset which was purchased on 1* May 2011 
costing Rs.90,000 was disposed off on 30" September 2014 for Rs.12,000 only. Dep rate is 20% WDV. 
Requirement: Prepare Asset, Acc. Dep. & disposal A/Cs as on 31.12.14. 


Question-37 

Following balances are appearing on 1.Oct.13. 
Cost 
Acc. Dep. 
Details of Disposal: 

Do” DU qua 1 TRES i 
3 AA NP? 7 
a C T — ap 


Requirement: Prepare Asset, Acc. Dep. & disposal A/Cs as on 30.Sep.14. Rate is 10% WDV. 
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Question-38 
Following details are provided on 1.1.2010. 


An asset costing Rs. 10,000 is added on 1.mar.2010. Further an asset which was purchased on 1.4.2008 
costing 


Rs. 20,000 is disposed off on 30.6.2010 for Rs. 10,000 only. Dep rate is 10% S.L. 


Required: Prepare Asset, Acc. Dep. & disposal A/Cs as on 31.12.10 along with journal entries of 
disposals. 


Question-39 
Following balances are appearing on 1.1.2014. 


Addition of Rs.30,000 took place on 1 March 2014. An asset which was purchased on 1* May 2011 
costing Rs.90,000 was disposed off on 30!" September 2014 for Rs.12,000 only. Dep rate is 20% WDV. 


Required: Prepare Asset, Acc. Dep. & disposal A/Cs as on 31.12.14. 


Question-40 
Following balances are appearing on 1.Oct.13. 
Details of Disposal: 


Required: Prepare Asset, Acc. Dep. & disposal A/Cs as on 30.Sep.14. Rate is 10% WDV. 


Exchange of Assets. 


Question-41 

Mr. Qasim owns a mobile nokia 3310 which he purchased on 1.4.2012 for Rs.3,000. On 1.1.14, He went 
to Hafeez Center where He saw a Samsung galaxy. He said, “Oh! What a beautiful mobile it is”. It bore 4 
price label of Rs.50,000. He immediately decided to exchange the old sick mobile with the new one. The 


value assigned by the shopkeeper to old mobile was Rs.1200 only. Resultantly, he paid Rs.48,800 for new 
mobile. The rate of depreciation is 1096. : 


Required: Pass the journal entry for exchange on 1.1.2014, 


Question-42 
On 1.4.2012 we exchanged two old cars with a new car. The cost of one old car is Rs.400,000. These 


were purchased 4 years back (1.4.2008). The trade in allowance (exchange allowance) is Rs:180,000 pe 
car. The cost of new car is 1,200,000. Rate is 10% S.L 


Required: Pass the journal entry for exchange. 


Question-43 l 
Following ledger balances are appearing on 1.1.15. 


_ 7 
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Addition of 10,000 took place on 1.3.15 


An old asset costing Rs.50,000 which was purchased on 1.7.2013 is exchanged with a new asset 


costing-Rs.90,000. The transaction took place on 30" September, 2015 and T.LA is Rs30,000. 
Rate is 10% S.L. 


Reguired: Prepare Asset, Acc. Dep. & disposal A/Cs as on 31 December 2015 along with journal entry. 


(i) 


ii)’. 


Determination of cost of new asset in an exchange transaction using class exam le (3 scenarios). 


Example 1: (Fair values of both old and new assets are given) 


Following data relates to an exchange transaction. You are required to pass the journal entry of 


exchange transaction. 
ALL ale RR ERE RI 
^ 
st of old asset 


[Gostofold asset “=e —— 319 .] 
Accumulated depreciation of old asset 
50 


Fair value of old asset 


Example 2: (Fair value of only new asset is given) 


following data relates to an exchange transaction. You are required to pass the journal entry of 
exchange transaction. 


Cost of old asset 
Accumulated depreciation of old asset 


Fair value of old asset 


Fair value of new asset | Goo | 
Cash paid 


Example 3: (Fair values of both old and new assets are not given) 


Following data relates to an exchange transaction. You are required to pass the journal entry of 
change transaction. - 


pumulated depreciation of old asset 
ait value of old asset 


Fair Value of new asset 
Cash paid 
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Change in estimate: 


Question-44 
Mr. Umar purchased an asset costing Rs.20,000 on 1.1.2012. Life of asset is 10 years and its R,V jg 


Rs.2,000, 
On 1.1.2014 it is estimated that its remaining life is only 6 years / its total life is 8 years, 
Required: Calculate depreciation expense for the years ended December 31, 2012-13-14, 


uestion- 45 
On 1.12015 an asset costing  Rs.90,000 is purchased with an R.V of 10,000 and life of 16 years, On 
1.1.2018 it is estimated that total life is 10 years and new R.V is 5,000 only. | 
Required: Calculate depreciation for the years ended December 31, 2015 to 2019. 


Question-46 


[DOP | Cost Rate 
EHE 100,000 20,000 10% S.L 


On 1.1.17 depreciation method is changed to WDV with a new rate of (?). There is no change in R.V. 
Required: Calculate Depreciation for the years ended December 31, 2015 to 2018. 


Duestion-47 


[DOP | Cost Rate 
1.7.16 200,000 20,000 20% WDV 


On 1.7.18 the depreciation method is changed to S.L with total life of 10 years (30.6.2016-17-18-19) 
Required: Calculate Depreciation for the years ended 30" June 2017 to 2019. 


Required: Calculate Depreciation for the years ended December 31, 2010 to 2013. 


Preparation of asset account on book value 
Question-49 


Following ledger balance is appearing in the books on 1.1.12. 
200,000 


Addition costing 90,000 took place on 1.3.12. 
An asset costing Rs. 50,000 which was purchased on 1.4.2010 is disposed of on 30.6.2012 for Rs. 
20,000 only. Rate of depreciation is 20%WDV. 


paa 
mas tma 
H 


Requirement: Prepare Asset & disposal A/Cs as on 31.12.12. 


Question-50 


Following ledger balances is appearing on 1.1.13. 


Addition costing 5,000 took place on 1.7.13 | Mm 
An asset having BV of Rs. 12,000 on 1.1.2013 is disposed of on 30.9.2013 for Rs.1,000 only. Ra 
of Dep is 1096 WDV. 


Requirement: Prepare Asset & disposal A/Cs as on 31.12.13. 


pao 
is kmo 
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Following balance is appearing on 1.7.14. 


Asset-BV l 70,000 
G Addition on 1.3.2015 is Rs.10,000. s 


| An asset having BV of Rs.4,000 on 1.7.2014 is disposed of on 31.3.2015 for nil value. 


n 
An asset costing Rs. 25,000 which was purchased on 1.10.2012 is exchanged with a new asset 
costing Rs.40,000 on 31.5.2015. Net cash paid is Rs.12,000. 


Requirement: Prepare Asset & disposal A/Cs as on 30.6.15. Rate is 10% on WDV. 


Solution:50 
Dr. Asset a/c - WDV Cr. 
1.1.13 b/d 80,000 | 30.9.13 Disposals (W-1) 11,100 
17.13 Additions 5,000 Depreciation expense (W-2) 7,950 
31.12.13 c/d (bal.) 15,050 
(W-1) WDY of disposals made on 30.Sep.2013 Rs. 
113 WDV 12,000 
30.9.13 Depreciation (12,000 x 10% x 9/12) 900 
309.13 WDV 11,100 
(W-2) Depreciation expense for year ended 31.12.2013 
Depreciation on opening assets excluding disposals (80,000 — 12,000) x 10% 6,800 
Depreciation on additions (5,000 x 10% x 6/12) 250 
Depreciation on disposals (W-1) 900 
7,950 
Solution:51 
Dr. Asset a/c- WDV Cr. 
1.7.14 b/d 70,000 | 31.3.15 Disposals (W-1) 3,700 
13.15 Additions 10,000 | 31.5.15 Disposals (W-2) 17,014 
Depreciation expense (W-3) 7,077 
31.12.13 c/d (bal.) 32,209 
(W-) WDY of disposals made on 31.Mar.2015 Rs. 
1214 WDV 4,000 
313.15 Depreciation (4,000 x 10% x 9/12) (300) 
3315 WDv 3,700 
02) WDV of disposals made on 31.May.2015 Rs. 
41012 Cost 25.000 
0.6.12 Depreciation (25,000 x 10% x 9/12) (1,875) 
WDV 23,125 
30.6.13 Depreciation (23,125 x 10%) (2,313) 
WDV 20,812 
306.14 Depreciation (20,812 x 10%) — (2.081) 
WDV 18,731 
3] 5 15 —- 0,7/3 
Ka Depreciation (18,731 x 10% x 11/12) 1.71 
"sas Wby Se 
—M MATE 
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(W-3) Depreciation expense for year ended 30.06.2015 
Depreciation on opening assets excluding disposals (70,000 — 4,000—18,731) x 10% 4,727 


Depreciation on additions (10,000 x 10% x 4/12) 333 
Depreciation on disposals 300 (W-1) + 1,717 (W-2) 2.017 
7,077 
Revaluation of PPE 
Question-52 : 


Company X purchased a building costing Rs.100 million on 1.1.2015. Its useful life is 20 years. It is 


revalued on 1.1.2016 at Rs.120 million. 
Required: Pass journal entries and prepare relevant ledgers for the years ended 31.12.15 & 31.12.16. 


Question-53 


An entity owns following asset: 


Cost (1.1.2018) l Rs.500 
Life 


Asset was revalued on 1.1.19 at Rs.900. 
Required: Pass journal entries and prepare relevant ledgers for the years ended 31.12.18 & 31.12.19. 


Question-54 
' Details of an asset are: 
Rs.800 


20 years 


Revalued amount on 1.1.17 Rs.1,000, 
Required: Pass journal entries and prepare relevant ledgers for the years ended 31.12.15 to 31.12.17. 


Solution:53 
Journal entries 


Particulars 


31.12.18 | Depreciation 
rad Accurnulated depreciation 
Accumulated depreciation 
Asset 
1.1.19 Asset 
nc Revaluation surplus 
Depreciation 
Accumulated depreciation 
Revaluation surplus 
Retained earnings 
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Ledgers 
Asset a/c 
1.1.18 Cash 31.12.18 c/d 500 
1.1.19 b/d 1.1.19 Accumulated depreciation 50 


1.19 Revaluation surplus 31.12.19 c/d 900 


Accumulated depreciation a/c 


31.12.18 c/d 31.12.18 Depreciation expense 50 

1.1.19 Asset 1.1.19 b/d 50 

31.12.19 c/d 31.12.19 Depreciation expense 100 
Revaluation surplus a/c 

31.12.19 Retained earnings 50 1.1.19 Asset 450 

31.12.19 c/d 400 

Working 

Date Description Asset R/Surplus P/L 

1.1.18 Cost 500 

3.12.18 Dep, (500/10) (50) 

31.12.18 WDV 450 

11.19 Revaluation surplus (Bal.) 450 450 

1.1.19 Revalued amount 900 450 

31.12.19 Dep. (900/9) ; (450/9) (100) (50) 

31.12.19 WDV s 800 400 t 

Solution:54 


Journal entries 


Depreciation 
Accumulated depreciation 
Accumulated depreciation 
Asset 
Asset 
Revaluation surplus 


Revaluation surplus 
Retained earnings 
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Ledgers 
Asset a/c 


Cash 31.12.15 c/d 800 
1.1.16 bid 31.12.16 c/d 800 
1.1.17 b/d 1.1.17 Accumulated depreciation 80 
1.1.17 Revaluation surplus 31.12.17 c/d 1,000 
Accumulated depreciation a/c 
31.12.15 c/d 31.12.15 Depreciation expense 40 


1.1.16 b/d 40 
31.12.16 c/d. 31.12.16 Depreciation expense 40 
1.1.17 Asset 1.1.17 b/d 80 
31.12.17 c/d 31.12.17 Depreciation expense 56 
Revaluation surplus a/c 
31.12.17 Retained earnings 16 1.1.17 Asset 280 
31.12.17 c/d 264 
Working 
Date Description Asset R/Surplus P/L 
1.1.15 Cost 800 
31.12.15 Dep. (800/20) (40) 
31.12.15 WDV 760 
31.12.16 Dep. (800/20) (40) 
31.12.16 WDV 720 
1.1.17 Revaluation surplus (Bal.) 280 280 
1.1.17 Revalued amount 1,000 280 
31.12.17 Dep. (1,000/18) ; (280/18) (56) (16) 
31.12.17 WDY 944 264 
Question-55 
Mr. Umer purchased a building costing Rs.500 million on 1.1.15, having life of 10 years. 
Revaluations details: 
. 1.1.16 Rs.900M 
e 1.1.17 Rs.360M 
Required: Pass journal entries and prepare relevant ledgers. 
Question-56 
Details of an asset are: 
Dor ^ ——— cost a ——  ————— 
CAE a AA Re 
Revaluations details: 
. 1.1.19 Rs.900 
a 1.1.20 Rs.120 


Required: Pass necessary journal entries. 
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Question | 
An entity own following asset: 


Revaluations details: 

' 1.1.12 Rs.120M 

' 1.1.14 Rs.40M 
Required: Pass necessary journal entries. | 
Question-58 | 
Cost of an asset on 1.1.15 is Rs.600. Life of the asset is 6 years. On 1.1.16 asset is revalued at Rs.400 with 

remaining life of 10 years. 


Required: Pass necessary journal entries. 


Question-59 

Asset purchased on 01-01-12 
Cost of Asset 500 
Useful life 20 Years 
Revaluation Details: 

01-01-14 800 
01-01-16 250 
01-01-18 600 
Required: Prepare Journal entries from 2012 to 2018. 

Question-60 1-07-08 
Asset Purchased on 

Cost Rs.600 : 
Useful Life 30 Years 
Itis revalued on 1.7.22 at Rs.800 
Required: Prepare journal entries of 2023 (i.e. for the year ended 30.06.23) 


Fixed asset schedule / Note of PPE / Disclosure of PPE under IAS-16 (Property, Plant and 
equipment) 


Question-61 


Plant and Machinery A/C 


1.3.09 Disposal 190,000 
1.9.09 Cash 120,000 | 31.12.09 c/d 520,000 
Accumulated Depreciation - P and M A/C 
Disposal 30,083 | 1.1.09 b/d 170,000 
31.12.09 c/d 184,084 Depreciation Exp 44,167 
Vehicle A/C 
b/d 900,000 | 1.6.09 Disposal 40,000 
31.12.09 c/d 560.000. 
RN Accumulated Dep. A/C — Vehicle 
1.6.09 Disposal 11,000 | 1.1.09 b/d 300,000 
31.12.09 c/d 376,667 Depreciation Exp 87.667 
Required: Prepare a note of PPE / disclosure of PPE / fixed asset schedule from the above ledgers. 
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Question-62 


Machinery account — At cost 
1.1.20X9 b/d 52,950 Disposal 2,800 
1.3.20X9 Cash 2,480 | 31.12.X9 c/d 52,630 


Machinery account — Accumulated depreciation a/c 
Disposals 887 | 1.1.X9 b/d 28,350 
31.12.X9 c/d 32,708 Depreciation 5,245 


Office furniture account — At cost 


1.1.20X9 b/d 2,860 
1.3.20X9 Cash 320 | 31.12.X9 c/d 3,180 


Office furniture account - Accumulated depreciation ale 


1.1.X9 b/d 1,490 
31.12.X9 c/d 1,646 Depreciation 156 


R equired: Prepare a note of PPE / disclosure of PPE / fixed asset schedule from the above ledgers, 


6 buildings were purehased on 1.1.15 for Rs. 660 milllon: Useful life of buildings Is 30 years and depreelatlen 
method is straight line. On 30.06.17, a building costing 66 million was sold for 85 million. 
Required: Prepare asset a/e and aeeumulated depreciation a/e as on 31:13. | 7, 


Year - end revaluation: 

Question-64 

Following information pertains to a building acquired by SK Limited (SKL) on 1 July 2012 for 

Rs. 360 million: 

(i) The building is being depreciated on straight-line basis over 10 years. 

(ii) SKL uses revaluation model for subsequent measurement of buildings. It accounts for revaluation 
on net replacement value method. The details of revaluations as carried out by independent value 


are as follows: 


Revaluation date 


3] December 2013 


31 December 2015 
31 December 2017 ` 


(iii) ^ There is no change in useful life of the building. 

(iv) SKL transfers the maximum possible amount from the revaluation surplus to retained earnings 00 
an annual basis. 

(v) SKL's financial year ends on 31 December. 


Fair value 
Rs. in million) 


( 


Required: Prepare entries to record revaluation surplus/loss on each of the above revaluation date. 
(Entries to record depreciation expense, incremental depreciation and elimination of accumulated 
depreciation are not required), 


(11) 
{Spring 2018, Q# 6(a)} 
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Disposal of revalued assets: 


uestion-65 
eend a plant for Rs. 300 million on 1 January 2010. The plant has an estimated useful life of 


10 years and no residual value. 


Revaluation date 
] January 2011 Rs. 500 million 


The plant is sold for Rs. 750 million on March 31, 2011. 


Required: Prepare journal entries to record the above transactions. 


Question-66 
Cost of asset = 700 


Date of purchase = 01.01.2017 
Useful life = 15 years. 
It is revalued on 01.01.2018 at Rs. 1,000. This asset is disposed off on 31.05.2018 for Rs. 1,050. 


Required: Prepare journal entries to record the above transactions, 


1estlon-67 
Cost of asset = 500 
Date of purchase = 01.01.2015 
Useful life = 20 years 
It is revalued on 01.01.2016 at Rs. 600. This asset is disposed off on 30.09.2016 for Rs. 450. 


Required: Prepare journal entries to record the above transactions, 
:W) 
uestion-68 (H wv 


Umer Limited (UL) uses the revaluation model for subsequent measurement of its property, plant and 

equipment and has a policy of revaluing its assets on an annual basis using the net replacement value 

method. 

The following information pertains to UL’s buildings: 

(i) 10 buildings were acquired in same vicinity on 1 January 2015 at a cost of Rs.500 million. The 
useful life of the buildings on the date of acquisition was 10 years. 

(ii) AL depreciates buildings on the straight line basis over their useful life. 

(iii) ^ The results of revaluations carried out during the last three years by Expert Valuation Service, an 
independent firm of valuers, are as follows: 


Revaluation date Fair value 
Rs. in million 
January 2017 Ta — | 
| January 2018 
(iv) On31 March 2018, 4 buildings were sold for Rs. 80 million each. k 


Required: ; E ; 

in red: Prepare a note on "Property, plant and equipment" (including comparative figures) for 
m Un in UL's financial statements for the year ended 31 December 2018 in accordance with : 
nternational Financial Reporting Standards. (Ignore taxation) (13) 


(H w) 


BO aaa aaa aa 
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KL uses the revaluation model for subsequent measurement of its property, plant and equipment. 

(i) 5 buildings were acquired in same vicinity on 1 January 2010 at a cost of Rs.200 million. The 
useful life of the buildings on the date of acquisition was 20 years. 

(ii) The results of revaluations carried out is as follows: 


Fair value (Rs. in million) 


(iii) On 31 March 2016, 3 buildings were sold for Rs. 30 million each, 


Required: Prepare a note on “Property, plant and equipment” for the year ended 31 December 2016 in 
accordance with International Financial Reporting Standards. (Ignore taxation) (6) 


Question-70 
On 31 December 2018, Omega Chemicals Limited (OCL) changed its valuation model from cost to . 
revaluation for its buildings. The following information pertains to its buildings as at 31 December 2018: 


Prior to revaluation as at 31-12-2018 CHEECEML I 


Estimated useful Accumulated 
: p Baraez Revalued 
life as originally Cost depreciation GA 
estimated 


cea Rs, In million 7 = 
Office hulldings [20 Years — | — 600 — 150 
*Including depreciation for the year ended 31 December 2018 
As per the report of the professional valuer, there was no change in estimated useful life of the buildings. OCL 
recorded revaluation effect for the office buildings on 31 December 2018 as per the valuation report. 
On 1 April 2019, one of the office buildings was sold for Rs. 45 million. On 31 December 2018, written down 
value before revaluation and revalued amount of the sold building amounted to Rs. 80 million and Rs. 95 
million respectively. 
OCL uses straight line method of depreciation which is charged from the date the asset is available for use upto 
the date of disposal. Revaluation is to be accounted for by using net replacement value method. 
Required: In the light of the requirements of the International Financial Reporting Standards, prepare 
accounting entries from the above information for the year ended 3] December 2019. (10) 


'aluation:: 


0 v 


| 


Usama Limited (UL) purchased a plant for Rs. 1,000 million on 1*' January 2017. The plant has an estimated 
useful life of 10 years and no residual value. 


UL uses revaluation model for subsequent measurement of its property, plant and equipment and accounts for 


revaluations on net replacement value method. The details of revaluations performed by an independent firm 
of valuers are as follows: 


Revaluation date 


| 1* April,2017 Rs. 1,080 million 
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Requii «d: 


Prepare jcu"nal entries and note on "Property, plant and equipment" for inclusion in UL's financial statements 


for the year ended 31 December 2017 in accordance with International Financial Reporting Standards. (Ignore 
taxation) l 


esti E 
Asif has provided you with following data: 
Cstas on Accumulated 
Depreciation 
1.1.07 1.1.07 
Vehicle 600,000 250,000 
Following is the breakup of above Assets: 3 L S ub, ot , o8 
d on (m | JUD MEN Erie: a 150,000 
urchased on .7, M : : 250,000 
Purchased on 1.1.06 Mitten du di veucl, 


š 200,000 
Cum ak Pager dle 6 TZ — 500.000 
- Life of all assets is 5 years, it 
- Additions made during year ended amounted to Rs. 90,000 as on 1,Mar.07, 
- An asset having cost of Rs. 70,000 on 1.1.06 is disposed of on 31.3.07 for Rs. 30,000. 


Required: Prepare relevant accounts for year ended Dec. 31, 2007; 2008 and 2009, 


Gross “replacement method: of rev aluati« 


ion? This method involves restating proportionally the cost 
account and the accumulated depreciation so that the net carrying amount equals the net replacement 
value (fair value). 


Question-73, NG [àv 


A Hydroelectric power plant owned by a company is carried at Rs. 30 million (Cost of Rs. 40 million less 
accumulated depreciation of Rs. 10 million. The company's policy is to apply the revaluation model to all 
of its property, plant and equipment. A current valuation (fair value / revalued amount) of this plant is 
now Rs. 50 million. 


Required: Pass journal entry of revaluation using 
i) Net replacement method (Eliminate) 
ii) Gross replacement method (Restate proportionately). 


— vac f- A AL x: SAT. 


Seo 
A plant was purchased on July 1, 2014 for Rs. 500 million. It had an estimated useful life of 8 years with 
residual ae of Rs. 1 million. Initially it was decided to depreciate this plant at 54% on reducing balance 


basis. It was revalued as follows: 


Fair value (Rs. in millions) 


Required: 
Pass journal entries for the year ended June 30, 2019. 
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1) Following data relates to an asset: 
Cost of asset (01.01.2011 
Fair value (31.12.2017 
Cost to sell (31.12.2017) 
Expected Cash flows in next 3 years are as follows: 
n 


Sale proceeds at end of year 3 


Disposal costs at end of year 3 


2) 


3) Discount rate for present value calculation is 1076 


uired: 
(a) Calculate impairment loss (if any) in respect of above asset as on December 31, 2017. 
(b) Prepare note of PPE for the year ended December 31, 2017. 


(c) Calculate depreciation expense for the year ended December 31, 2018. 


(owestion:2) UI u^ 
Daewoo Bus has two Buses. Following Information is availat 


(i) The remaining useful life of both buses is expected to be 3 
(ii) The fair values and written down values of the buses as on 31 Decem 


sle for the purpose of impairment testing: 
years standing on 31 A212. 
ber 2012 were as follows: 


Acc. Dep. WDV | Fair value 


Rs. in million-—--- 


(iv) Pre 
0.826 and 0.751 respectively. 
Required: Compute impairment (if any) on each Bus as on 31 December 2012. (11) 


n 
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Treatment of impairment loss when asset is carried at revaluation model 


Cost of Asset 
Date of Purchase 
Revalued Amount 
Revaluation Date 
Recoverable Amount ( 31 December 2015 
Useful life 


Required: 


Prepare accounting entries for the year ended December 31, 2015. 
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ACCRUAL BASIS OF ACCOUNTING 


Mr. Asif has paid electricity bill of Rs. 1,100 for 11 months. 

The bill of Rs. 100 of last month of December is still payable/owing/due/outstanding. 

Required: | 
Prepare electricity expense a/c. 
[Questionz2 3 ^ 

Mr. Umer acquired a shop on rent on | January 2008. The rent of each quarter is paid on 2"! day after the 
end of each quarter. Quarterly rent is Rs. 1,000. 

Required: 

Prepare rent expense a/c for year ended December 31, 2008. 


Mr. Absar acquired a shop on rent on 1% February 2008. The rent per month is Rs. 500. A quarterly 
payment of rent is to be made in advance starting from 1* February 2008. 


Required: 
Prepare expense a/c for year ended December 31, 2008. 


Questionc4 < 


Following are the extracts from trial. 


Mr. Arif 
Trial balance (Extracts) 
31.12.2008 
Dr. Cr. 
Loan (@14% per annum on 1.3.2008) 600,000 
20,000 


Interest on loan 


Required: | 
Prepare interest expense account? 


sess UL 


Following is the information 


Question-5 


Mr. Mansoor 
Trial balance (Extracts) 


31.12.2009 ' 
Dr. Cr. 
Loan 400,000 
Interest on loan 10,000 
XXX XXX 


Other Information: 
Interest accrued is Rs. 20,000 at year end. 
Required: Prepare interest expense Ale 


7 
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fe 
yestion= 
Follow 


Loan (@10%) 
Interest on loan 


Required: 


Prepare interest expense A/C? 


I 


Following are the extracts from trial. 


Rent expense 


Rent accrued at (owing at) December 31, 2008 is Rs. 12,000. 


Required: 


Prepare rent expense account? 


Vian: zr 


Following are the extracts from trial. 


Insurance expense 


Insurance prepaid at (paid in advance at) December 31, 2008 is Rs. 6,000. 


Required: 


Prepare insurance expense account? 


estion- 


Following are the extracts from trial. 


Insurance expense 


nng information is provided by Mr. Babar 


Trial balance (Extracts) 


Trial balance (Extracts) 


Trial balance (Extracts) 


Tria] balance (Extracts) 


300.000 


Dr. Cr. 
90,000 

XXX XXX 

Dr. Cr. 
84,000 


XXX XXX 


Dr. : | Cr. 
. 110,000 


Insurance expense includes Rs. 90,000 annual payment of insurance covering period from 1.4.2008 — 


14.2009. 
€quired: 


"pare insurance expense account? 
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Question-10” si 
Follow ing are the extracts from trial. 
Trial balance (Extracts) 


31.12.2008 
Dr. Cr. 


50,000 


Insurance expense 
f insurance for 6 months ended 28.02.2009. 


Insurance expense includes Rs. 24,000 annual payment o 
Required: Prepare insurance expense account? 


(ouestion-1T" v 


t from the trial balance of Uhura at 31 December 2013. 


The following is an extrac 
Dr. Cr. 
Rs.(000) Rs.(000) 

Stationery 560 

Rent - 900 

Rates 380 

Lighting and heating 590 

Insurance 260 

Wages and salaries 2,970 

e There was stationery still in hand at 31 December 2013 which had cost Rs.15,000. 


e Rent of Rs.300,000 for the last three months of 2013 had not been paid and no entry has been 


made in the books at all for it. 
e. Of the rates, Rs.280,000 was for the year ended 31 March 2014. Th 


for the three months ended 31 March 2013. 
e. Fuel had been delivered on 18 December 2013 at a cost of Rs.15,000 and had been consumed 
before the end of 2013. No invoice had been received for the Rs.15,000 fuel in 2013 and no entry 


has been made in the records of the business. 
e Rs.70,000 of the insurance paid was in respect of insurance cover for the year 2014. 
° Nothing was owing to employees for wages and salaries at the close of 2013. 
Required: 
Record the above 
accounts. 


e remaining Rs.100,000 was 


information in the relevant accounts for the year ended 31 December 2012 and close the 


Uf 


Question-12 
Mr. Amjad has hired a property on rent from Mr. Sameer. The details are given below: 


Per month 
January 06 — June 06 500 
July 06 - December 06 1,000 
January 07 — June 07 1,500 
July 07 - December 07 2,000 

2,000 


January 2008 onwards 
- Rent for January 2006 - June 2006 was paid on June 30, 2006. 


- Rent for July 2006 - September 30, 2006 was paid on September 30, 2006. 
Rent for October 2006 - June 30, 2007 was paid on June 30, 2007. 

- Rent for July 2007 — March 31, 2008 was paid on July 1, 2007. 

- Year end is December 31. 

Reauired: 


Calculate rent expense of Mr. Amjad for the year ended December 2006 and 2007 
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Answer - 5 


Interest Expense 
Cash 10,000 | P/L (bal.) 30,000 
Closing Payable 20,000 


DIL Extracts 
Admin Expenses 


Interest on loan 


30,000 
Loan Payable 400,000 
Interest payable on loan 20,000 
Note: ; 
Here closing payable is given so P/L will be balancing figure. P/L figure cannot be calculated first 
because interest rate is not given. 
Answer-6 

Interest Expense 

Closing Payable (bal.) 12,000 
P/L Extracts 
Admin Expenses 
Interest Expenses 30,000 
B/S Extracts 
Loan Payable 300,000 
Interest on loan payable 12,000 
Note: 


Here rate of loan is 


given so it is assumed that it is outstanding till start of year. As interest 
and cash paid is giv 


rate is given 
en in trial so closing payable will be balancing figure. 


Answer-7 
Rent Expense 
Cash 90,000 | P/L (bal.) 102,000 
Rent payable (Closing Payable) 12,000 
Dr. Cr. 
Rent expense 12,000 
Rent payable 12,000 
B/S Extracts 

Admin Expenses Current liability 
VL EXpenses 
Rent expense 102,000 Rent Payable 12,000 
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Answer-8 
Insurance expense 
Cash 84,000 | P/L (bal.) 78,000 
Prepaid insurance (Closing prepaid) 6,000 
Dr. Cr 

Prepaid insurance 6,000 

Insurance expense 6,000 
P/L Extracts B/S Extracts 
Admin Expenses Current asset 
Insurance expense 78,000 Prepaid insurance 6,000 
Answer-9 


Insurance expense 


110,000 | P/L (bal.) 87,500 
Prepaid insurance (Closing prepaid) 22,500 
(90,000/12 x 3) 
Dr. CE 
Prepaid insurance 22,500 
Insurance expense 22,500 
P/L Extracts B/S Extracts 
Admin Expenses Current asset 
Insurance expense 87,500 Prepaid insurance 22,500 


Answer-10 


Insurance expense 
50,000 | P/L (bal.) 


Prepaid insurance (Closing prepaid) 8,000 
(24,000/6 x 2) 
a 
Dr. Cr 
Prepaid insurance 8,000 
Insurance expense 8,000 
P/L Extracts B/S Extracts 
Admin Expenses Current asset 
Insurance expense 42,000 Prepaid insurance 8,000 
Answer-12 (Mr. Amjad) 
Dr. Rent expense — 2006 Cr. 
Opening prepaid - | Opening payable 
30.06.06 Cash (500 x 6) 3,000 | P&L (Bal.) 9,000 
30.09.06 Cash (1,000 x 3) 3,000 


Closing payable (1,000 x 3) 3,000 | Closing prepaid 
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Rent expense - 2007 Cr. 


Opening prepaid - | Opening payable 3,000 | 

607 Cash (1,000 x 3) + (1,500 x6) 12.000 | P&L (Bal.) 21,000 | 
N 107 Cash (2,000 x 6) + (2,000 x 3) 18,000 
V Closing payable : 


Closing prepaid (2,000 x 3) 6,000 
at < 
yestion-13 NIV 


ir, Afridi rented out his shop on 1 July 2014. Quarterly rent is received on the first day after the end of 
2 quarter. Quarterly rent is Rs. 15,000. | 


Required: 
Prepare rental income a/c for year ended June 30, 2015, 
Question-14 Hw 


Mr. Fakhar Zaman rented out his shop on 1 August 2014. Rent per month is Rs.2,500. Tenant pays 
quarterly rent in advance starting from | August 2014, 

Required: 

Prepare rental income a/c for year ended June 30, 2015. 


Question-15 if] 


Mr. Misbah rented out 3 offices in his plaza for a monthly rent of 25,000 each on | March 2015. He 
receives quarterly rent in advance starting from 2 March 2015. 
Required: 


Prepare rental income a/c for year ended December 31, 2015, 
Question-16 gm 
Trial balance extract of Mr. Abdur Razaq is as follows: 


Mr. Abdur Razaq 
Trial Balance (Extract) 
As on December 31, 2015 


Dr. Cr. 
Loan to Employees (@ 12% on 01 102,15) 1,250,000 
Interest on loan to employees 50,000 
XXX XXX 
Required: 
Prepare interest income a/c, P/L and BS extracts for year ended December 3 1, 2015. 
Question-17 tjm 
Ollowing is the extract of trial balance of Mr. Wasim Akram 
Mr. Wasim Akram 
Trial Balance (Extract) 
As on June 30, 2015 
Dr. Cr. 
Rental income 315,000 
M 


35 ssim Akram has rented out upper story of his residential house on 01.11.2014 for a monthly rent of 


and the terms of agreement require advance payment of rent for each quarter by the tenant, 
“quired: 


“pare rental income a/c, P/L and BS extracts for year ended June 30, 2015. 
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Answer-14 


Rental Income 


Rs, 
-Jul- ing recei I-Jul-14 Opening unearned : 
1-Jul-14 Opening receivable l-Aug-4 Cash 7,500 
-Jun- lancing fig. I-Nov-15 Cash 7,500 
30-Jun-15 P/L (Balancing fig.) pees Can 7500 
I-May-15 Cash 7,500 


30-Jun-15 Closing unearned 
(7500 x 1/3) 


Answer-15 


30-Jun-15 Closing receivable , 
30,000 


Rs. 


I-Jan-15 Opening receivable - | l-Jan-15 Opening unearned s 


2-Mar-15 Cash 225,000 
31-Dec-15 P/L (Balancing fig.) 750,000 | 2-Jun-15 Cash 225,000 
2-Sep-15 Cash 225,000 
2-Dec-15 Cash 225,000 
31-Dec-15 Closing unearned 150,000 | 31-Dec-15 Closing receivable 
(225,000 x 2/3) 900,000 900,000 
Answer-16 


Interest Income 


Rs. Rs. 
l-Jan-15 Opening receivable - | 1-Jan-15 Opening unearned - 
31.12.15 P/L (1,250,000 x 1296 x 11/12) 137,500 Cash 50,000 
31-Dec-15 Closing unearned - | 31-Dec-15 Closing receivable 87.500 

137,500 137,500 
Mr. Abdur Razaq Mr. Abdur Razaq 
P/L Extract 


B/S Extract 
As on December 31, 2015 
Rs. Rs. 
Other Income 


Current Assets 
_ Interest on loan to employees 137,500 | Loan to employees 1,250,000 


Interest receivable 87,500 


For the year ended December 31, 2015 


Answer-17 


Rental Income 


Rs, 
l-Jul-14 Opening receivable - M Opening unearned x 
: : -Nov-14 C 5,000 
30-Jun-15 P/L (Balancing fig.) 280,000 | 1-Feb-15 es TR 
30-Jun-15 Closing unearned 35,000 |-May-15 Cash igs? 
(105,000 x 1/3) 
315,000 
Mr. Wasim Akram 
P/L Extract Mr. Wasim Akram 
For the year ended June 30, 2015 BS Extract 
OMM Rs. As on June 30, 2015 m 
Rental income ggn n Current Liabilities 
, Unearned / Deferred rental Inc, 35,000 
472 
——— 


Scanned with CamScanne 


Li 


CHAPTER-7 Lecture Notes Volume 1 


ag 
Loan obtained I. March.18 
Work Started I. March.18 
Payment details to contractor: . . 
1.March.18 -50,000 
1.June.18 20,000 
].Nov.18 10,000 


Construction is completed on 1.Nov.18. Loan 
Required: 
Prepare P/L and Balance sheet for the 
years and loan is repayable in 2025. 
Question-2 Iw 

Loan received on 1.1.15 


amount is Rs.*80,000 and interest is payable at 12% p.a. 


year ended 31.12.18 - 31.12.20. Assuming life of building is 10 


Rs. 20 million 
Project Started on 1.2.15 
Payment details to contractor: 
Date 


12.15 "- 


1.6.15 


8 
10 
1.10.15 2 
Project is completed on 1.10.15.Interest rate is 20% and surplus funds are invested at 15%, 
Required: 


Calculate borrowing cost to be capitalized and cost of building. 


Question-3 n Ww 


Rs. 100 million 
Loan received on 1.1.17 
Project Started on 1.3.17 
Payment details to contractor: 
1.3.17 
1.5.17 od 
1:14:17 30 
Project is completed on 111 1.17. Interest rate is 14% and surplus funds are invested at 8%, 
Required: 
Calculate borrowing cost to be capitalized and cost of building. 
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CHAPTER-7 
| IAS-40 
Question 1: L 
hased for its investment potential on 1.1.11 for Rs. 70 million (including 


A property (Land and building) is purcl 
land 30 million). Life of building is 10 years. 


Fair values of property as on: 
31.12.11 95 million 

31.12.12 65 million 

Required: Pass journal entries and prepare financial statement extracts for the years ended 31.12.11 and 
31.12.12 assuming: 

(i) Cost model is followed; 

(ii) Fair value model is followed. 


Question 2: 

Assume that the property in Question 1 is sold for Rs. 75 million on 1.2.13. 

Required: Pass journal entries and prepare financial statement extracts for the years ended 31.12.13 assuming: 
(i) Cost model is followed; 
(ii) Fair value model is followed, 


Question 3: 
ruction industry. It constructs buildings for resale, for leasing and for private 


Snuke Limited is in the const 
st of Rs. 1,000,000) had been 


use. 
I. A building that snake limited had constructed in Islamabad (at a co 
h 2015, Snake Limited took it off the 


on the market for 2 years and was still not sold. On 1 Marc 

market and leased (rented out) it instead. It was leased on 1 March 2015. Its fair value was Rs. 
1,500,000 on December 31, 2015 and Rs. 1,000,000 on December 31, 2014. 

2. The fair value of a building in Balochistan (rented out to tenants) has never been determinable 
and this building was completed on 1 January 2012 at a cost of Rs. 5,000,000. Its total estimated 
useful life is 10 years and its residual value Rs.1,000,000. Both estimates have remained 

arachi and moved 


000 the remaining 
s Rs. 


unchanged. 

On 30 September 2015, snake limited evicted the tenants from a building in K 
its head office into to building instead. On this day the fair value was Rs. 4,000, 
useful life was 5 years and residual value was Rs. 500.000. The fair value of this building wa 


3,000,000 on 31 December 2014. 
4. On 30 September 2015, Snake Limited leased out the old head office building in Laho 
original cost was Rs. 4,000,000 (acquired on 30 September 2013). On which date the tota 


re. The 

| useful 
life was 10 years and its residual value was nil. The fair value was Rs. 3,700,000 on 31 December 
2015. The fair value on 30 September 2015 was equal to its carrying amount. 
, Rentals earned from the investment properties totaled Rs. 2,000,000. 
6. Snake limited applies the fair value model to its investment properties and the cost model 


property plant and equipment. 


to its 


UA 


Required: Show the investment property note in snake Limited’s financial statements for the year HE 
31 December 2015. (Ignore tax and comparatives) a } 
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Question 1: grant for past expenses 
The government offers companies that incur certain labor expenditure cash equal to 30% of the 


expenditure. Ahmed limited incurred 30 000 of labor expenses during 2010 and presented the 
government with an audited statement of expenses on 31 March 2011. 


Required: 

Show the related journal entries in the records of Ahmed Limited for the year ended 

31.12.2010 and 31.12.2011 assuming that the grant becomes receivable: 

(a) In the year in which the company incurs the specified expenses: 

(b) In the year in which the company provides the government with an audited statement of expenses. 


Question 2: grant for future expenses — direct approach 


The government grants a company a cash of 10 000 to contribute 10% towards 100 C00 of future wage 

expenditure. The grant was received on 1 January 2011. 

Required: 

Show the journal entries for the year ended 31 December 2011 assuming that the company policy is to 

present such a grant as grant income (i.e. direct income approach): 

(a) The company incurs, 100 000 wage expenditure in 2011: 

(b) The condi ini 20 000 of the related wage expenditure in the year ended 31 December 2011 
and 80'000'thereof in the year ended 31 December 2012, 


Question 3: grant for future expenses — indirect approach 


The government grants a company a cash of 10 000 to contribute 10% towards future specified wages. 
The grant was received on | January 2011. The year-end is 31 December. 

Required: 

Show the journal entries assuming that the company policy is to recognise government grants as a credit 
to the related expense (i.e. indirect income approach): 

(à. The company incurs'all intended expenditure in the year ended 31 December 2011: 

(b ^ The company ‘ineurs 20% of the wages in 2011 and 80% in 2012. 


uestion 4: grant related to a depreciable asset — direct approach 
The government grants a company a cash sum of 12 000 on | January 2011 to assist in the acquisition of 
a nuclear plant. The nuclear plant was acquired on | January 2011 for 90 000, was available for use 
immediately and has a useful life of 3 years (the plant has a nil residual value). 
Required: 
Show the journal entries in the years ended 31 December 2011, 2012 and 2013. The company has the 
Policy of recognizing government grants directly in income. 


uestion 5: grant related to a depreciable asset — indirect approach l l 
The government grants a company a cash of 12 000 on 1 January 2011 to assist in the acquisition of a 
nuclear plant. The nuclear plant: 
: was acquired on | January 2011 for 90 000; 

was available for use immediately; and 

has a useful life of 3 years (the plant has a nil residual valuc). 
€quired: . 
how the journal entries in the years ended 31 December 2011, 2012 and 2013. The company has the 
Policy of recognizing government grants indirectly in income (i.e. as a reduction of the cost of the asset). 
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uestion 6: grant related to a non-depreciable asset — direct a roach 


m grants a company a cash of 12 000 on 1 January 2011 to assist in the acquisition of land 
dns in of the grant is that the company builds a factory on the land. The land was acquired on | 
bui Ty 11 for 90 000. Land is not depreciated. The factory was completed on 31 March 2011 (total 

uilding costs of 300 000 were paid in cash on this date), was available for use immediately and has a 


useful life of 3 years (the factory has a nil residual value). 
Required: 

Show the journal entries in the years ended 31 December 2011, 2012, 2013 and 2014. The company’ 

policy is to recognise grants directly in income. he 


alue or nominal amount 
pany a licence to fish off the coast of Gwadar. The fair value of the 


ninal amount of 1 000 for the licence. 


uestion 7: grant asset — fair v 
Pakistani government grants the com 
licence is 50 000 and the company is required to pay a no! 
Required: 

Show the journal entries assuming: 
(a) The company chooses to measure the licence 
(b) The company chooses to measure the licence 


at its fair value. 
at its nominal amount. 


uestion 8: grant is a nackage deal 
| January 2011. The grant relates to two aspects: 


The government grants a company a cash of 120 000 on 
N 30 000 is a cash sum as immediate financial support with no associated future costs; 


N 90 000 is to assist in the future acquisition of vehicles. 
y 2011 for 210 000. The vehicles were available for use 


The vehicles were acquired on | Januar 
immediately and have a useful life of 3 years (the vehicles all have nil residual values). 
The company has decided to follow the direct Approach related to vehicle grant; j.e recognize separately 


as income in statement of profit or loss. 


Required: 
Show the journal entries in the years ended 31 December 201 1, 2012 and 2013. 


Question 9: grant related to expenses — repaid c 
nted the company 10 000 on 1 January 2011 to assist in the financing of mining 


The local government gra ii 
onditional upon the company mining for a period of at least two years. Initially 


expenses. The grant was c 
it was expected that company can meet this condition and therefore it was decided to recognize the grant 


as income equally over two years. 
The company ceased mining on 30 September 2012 due to unforeseen circumst 
grant required that the grant be repaid immediately and in full. 

Mining expenses incurred to date were a5 follows: 


2011: 80 000 
2012: 60 000 
Required: 
Show the journa 
(a) The company re i 
(b) The company recognise 


ances. The terms of the 


| entries assuming: 
cognises grants directly as “grant income’. 
s grants indirectly as income by reducing the related expense. 
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Question 10: 
ABC Tod SR. Mice of a 40 million in 2002 to acquire a water cleaning station. The cost of station 
is Rs Its useful life is 8 years. ABC Co. acquired the station on 1.July.2002 and year end 


is3] December. 
Required: 


Pass journal entries and prepare financial statement extract 
à : tracts for the years ended 31.12. 
under both available options for accounting of grant related to fixed nid GK 


Question 11 


ABC Company received a grant of Rs. 10 million in 2002 to cover the expenses for environmental 


measures taken by ABC Company durin 
l ; g 2002 to 2005. ABC Company assumes t illi 
each in 2002; 2003 & 2004 and Rs. 2 million in 2005 (total 14 million). í Eu n 


Required: 


Pass journal entries and prepare financial state 
ment extracts for the years ended 31. 
under both available options for accounting of grant related to med AN 
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CORRECTION OF ERRORS 


Inventories (IAS-2) 
Question-1 


Umer Ltd. uses the perpetual inventory system. The beginning inventory of tooth pastes and data 
pertaining to its purchases and sales during February, 2012 are shown below: 


Feb 1 Opening stock 5 Units @ Rs. 28 
Purchases 
Feb 4 Purchase 5 Units Units  @Rs. 32 
Feb 18 Purchase 10 Units Units @Rs. 34 
Feb 27 Purchase 20 Units Units @Rs. 40 
Sales 
Feb 19 Sale 8 Units Unis @Rs. 60 
Feb 28 Sale 24 Units Units @Rs. 60 
(i) Additional information 

Entertainment expense Rs. 50 

Utility expenses Rs. 80 

Repair expenses Rs. 70 


(ii) All purchase and sale are on credit, payment received Rs. 1,520. Payment made to creditor Rs. 
1,200. Expenses were paid in cash basis. Opening cash was Rs. 100 and opening Capital was Rs. 


240. 


Required: 
(i) Calculate cost of closing stock (Prepare ledger card under FIFO and Weighted average cost 


method); 
(ii) Prepare T- account(s) under perpetual system; 
(iii) Prepare trial balance for the month of February, 
(iv) Prepare income statement and balance sheet for the above period. 


Question-2 


Shujat Ltd. uses the periodic inventory system. The beginning inventory of tooth pastes and data 
pertaining to its purchases and sales during February, 2012 are shown below: 


Feb 1 Opening stock 5 Units @Rs. 28 
Purchases 
Feb 4 Purchase 5 Units @Rs. 32 
Feb 18 Purchase LO Units @Rs. 34 
Feb 27 Purchase 20 Units @Rs. 40 
Closing stock 8 units as per physical count. 
(i) Additional information 

Entertainment expense Rs. 50 

Utility expenses Rs. 80 

Repair expenses Rs. 70 
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ii All purchase and sale are on credit, payment received Rs. 

1,200. Expenses were paid in cash basis. Opening cash was 
240. id 

(iii) ^ Sale price per unit is Rs. 60. 


1,520. Payment made to creditor Rs. 
Rs. 100 and opening Capital was Rs. 


Required: 
(i) Calculate cost of closing stock (Shortcut); 


(ii) Prepare T- account (s) under perpetual system; 
(iii) ^ Prepare trial balance for the month of February; 
(iv) Prepare income statement and balance shee 


i 3 
Question 3: 


t for the above period. 


Question-4 

The closing inventory at cost of a C 
The following items were included 
li 400 coats, which had cost 


ompany at 31 January 20X3 amounted to Rs.284,700. 
at cost in the total: 


Rs.80 each and normally sold for Rs.150 each. Owi 


er 31 January 20X3 at 50% of their 
ceeds. 


ive. Remedial work in 


Ost: 
1 1,000 items which had cost Rs.18 each. These items were all sold in dvvober 20X3 for Rs.15 
each, with selling expenses of Rs.800. 
2, Five items which had been in inventory for many years and which had been purchased for Rs.100 
each, sold in October 20X3 for Rs.1,000 each, net of selling expenses. 
What figure should appear in the c 


ompany’s statement of financial position at 30 September 20X3 for 
inventory? 


Trade discount and cash discount: 
Question:6 


ABC Co. bought goods on | January.20 having list price of 100,000 on credit. Due to bulk ag ac 
Supplier provided a 5% trade discount. Supplier further agreed to provide a 10% cash discount if the 
Payment is made within 20 days. ABC Co. made the payment on I5,January.20, 

equired: 
Pass journal entries on relevant dates in: 
(i) The books of Buyer (ABC Co.); 


(ii) The books of Seller (Supplier), 
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Markup / margin examples: 


(i) Cost of goods is Rs.800.000. “Goods are suld at a profit of 20% on cost” or “Goods are sold at 
20% above cost" or “Sales are made at cost plus 20%” or “Goods were sold at a markup of 20% 
on cost/cost of sales" or “Gou are sold at 20% mark-up.” 


Required: Calculate sales. 

(ii) Cost is Rs.50,000. Goods are sold at 30% above cost. 
Required: Calculate sales. 

(iii) Sale is Rs.30,000. Goods are sold at 10% markup. 
Required: Calculate cost of sales. 


(iv) Cost of goods is Rs.400,000. “Sales were made at a profit of 20% on sales” or “Gross profit is 
made at 20% on sales value” or “There was a fixed margin of gross profit of 20% on sales” or 


“Sales were effected at a uniform rate of gross profit at 20% on sales” or “Goods are sold at 20% 
margin.” 


Required: Calculate sales. 
(v) Cost is Rs.40,000. Goods are sold at a margin of 25%. 
Required: Calculate sales. 


(vi) Sale price is Rs.100,000. Goods are sold at a profit of 30% on sale price. 
Required: Calculate cost. 


Bad and doubtful debts: 
(i) Following is the data of a business for the 1“ year of its operations: 


Sales = 10,000; Cash received = 3,000; Provision for doubtful debt rate is 10%; 
Year-end is 31 December 2018. 


Required: Prepare Debtors a/c and provision for doubtful debts a/c along with income statement 
and balance sheet extracts for the year ended 31.12.18. 


(ii) Continuing from example (i), assume that business is closed in 2019 and there is no more sale in 
year 2019. 


Required: Prepare Debtors a/c and provision for doubtful debts a/c along with income statement 
and balance sheet extracts for the year ended 31.12.19 in following independent scenarios: 


(a) Cash received is Rs. 6,300 and actual bad debts to be written off are Rs. 700; 
(b) Cash received is Rs. 7,000 and actual bad debts to be written off are Rs. 1,000; 
(c) Cash received is Rs. 6,700 and actual bad debts to be written off are Rs. 300. 


Question-7 
Following is the data of a business for the 1? year of its operations: 


Sales = 10,000; Cash received = 3,000, Provision for doubtful debt rate is 10%; 
Year-end is 31 December 2018. 


Required: Prepare Debtors a/c and provision for doubtful debts a/c along with income statement and 
balance sheet extracts for the year ended 31.12.18. 
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Question-8 


Continuing from example (i), following data is available for the next year: 

Sales = 20,000; Cash received = 8,000; Actual bad debts = 300; Provision for doubtful debt rate is 10%; 
Year-end is 31 December 2019. 

Required: Prepare Debtors a/c and provision for doubtful debts a/c along with income statement and 
balance sheet extracts for the year ended 31.12.19. 


Revision of Bank Reconciliation Statement: 


Question-9 
From the following details, prepare the bank reconciliation statement of Rise canteen shop on 30th June, 
2011. 
Bank Statement 

Date | Particulars | Withdrawals | Deposits | Balance | 
201 PRS | — | 
Juni [Balanceb/d — — — ^ |  [ [ 11500|Cr. | 
une4 [|Debto-TeacherA — — — — —  — | — [| 8000 | 19,00|Cr | 
une6 | Creditor- Aamir — — — — — | — 900 | f 18600|Cr | 
une 23 | Creditor- Anjum 15.900 | Cr. 
June 2 15.500 | Cr. 


) 


i 


cic 
GI 


oo 


Cash Book (Bank Column Only 


Date 
une | 
une | 


[Particulars 
|Balanceb/d ë | 
| Debtor- Teacher A | 
une 28 Creditor- Anjum 2.700 
po une 28] Creditor- Shakoor — | 4.000| 
pune 30 |vcd 800 
ee T 200250] 


From the following details, prepare the bank reconciliation statement of Rise canteen shop on 30th June, 
2011. 


b 


J 
a 
[on 
et 
o 
mg 
1 
= 
CD 
£e 
Q 
E 
e 
> 
co 
© 
o 
© 
= 
= 
= 
oO 
un 
O 
= 
C 
Qu 
= 
o 
T 
N 
£5 
3 
C 
[4] 
ar 
co 
uUi 
o 


| 20,250] | 


Bank Statement 


Particulars 


TEE 


Balance b/d 

Debtor- Teacher A 

Debtor- Teacher R (Credit transfer) 
Creditor- Juices 

Direct debit for utility expense 
Interest on overdraft 

Dividend Income 
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CHAPTER-7 Lecture Notes Volume 1 


Bank Column Onl 
<. |Date [Particulars — | 
June 3 Creditor- Bottle | 900 


Cash Book 


Date [Particulars — 85 
June 1 
Debtor- Teacher A 750 
June 18 | Debtor- Teacher Q 1,600 HIS CEPR Peg, 
June 30 Balanced: . | 16750| | a Al 
a (ee R 71 
| 


Answer:9 


Dr. Cash Book — Adjusted Cr, 
Rs. Rs. 
Debtor 3,000 | Unadjusted closing balance 16,750 
Dividend income 600 | Utility expense 300 
Interest expense 40 

Adjusted closing balance (bal.) 13,490 
———— ee 

Bank Reconciliation Statement 
Rs, 
Balance as per adjusted cash book (13,490) 
Add: Unpresented cheques 900 
Less: Uncredited cheques . (1,600) 
Balance as per bank statement Cr./(Dr.) 14,190) 
3 
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CHAPTER-7 —— valine 


STATEMENT OF CHANGES IN EQUITY 


Question 1 


Company X started a business in January 2017. Following relevant information is available: 


(i) Started business with share capital of Rs.50 million. 
(ii) Face value is Rs.10 per share. 
(iii) Profit after tax 2017: Rs.30 million, 2018: Rs.45 million. 
(iv) | In March 2018 Final Dividend of 2017 is announced at 15% (cash dividend). 
(v) In September 2018 interim dividend is announced as follows: 
4% cash dividend; 
6% bonus dividend. 
(vi) In November 2018 20% right shares were issued at Rs.13 each (1 new share for every 5 held) 
(vii) At year end management decided to transfer Rs.12 million from retained earnings to general 
reserve. 


Required: 
Prepare statement of changes in equity for year ended 31. December.2018. 
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18-L Block Model Town, 
Near Faisal Town Signal, 


Usmanl Road Lahore. 


©) www.Crescent College.pk 


STOCKIST 


ISLAMABAD 
Good Book Shop 
1275 Chick Bazaar, Sadar, Rawalpindi 
Tol: 051-5125812 / 5125830 


TA PA aerate 


ISLAMABAD/RAWALPINDI 
Prince Book Bank 


FAISALABAD 
Kitab Murkaz 


Aminpur Bazar, Faisalabad 
Tel: 041-2642707 


Commercial Centre, Mukhtar 
Plaza Satellite Town Rawalpindi. 
Tel: 051-4843135 


MULTAN 
New Books n Books 
Hussain Arcade Near Punjab Bank, 
Gol Bagh Gulshat, Multan. 
Tel: 061-6511828 / 6223080 


MULTAN 


News Corner 
Gulgast Colony, Multan 
Tel: 061-6522850 / 6522950 


ISLAMABAD 
New Good Book Shop 
Twin City Plaza, 1-8, Murkaz, Islamabad 
Tel: 051-34862470, 34862478 


KARACHI 
Al-Jamia Book House 
Shop #.8, Momin Squire Block #.6, 
Opp Habitt Store Gulshan-e-Iqbal Karachl. 
Tel: 021-4960904 / 4960746 


M KARACHI 
Petiwala Book Depot 
Shop #. 8, Raja & Kausar Squar, 
Behind Fresco Sweets, Burns Road, 
Karachl,-74200. 

Tel: 021-32638187, 32217170 
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Sole Distributor 


WAHEED BOOK HOUSE 


Shop #. 1, Lodhi Arcade, 42-Ferozpur Road, near 
ICMAP Building, Lahore, Pakistan. Tel: 042-37500032-37500227, 
E-mail: Waheed_books@hotmail.com, Web:waheedbookhouse.com 


BOOK HOUSE 


BOOKS HOME =F 


JUR, sr ie cru = som 


RS.1 1 00/- Visit: www.waheedbookhouse.com 
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